APU RT oe 


ie 
aah 


Nia 
nied 
2 jill 


a 


SR TAB 
POUAMeRAB 


GIFT OF 


Woe Feu. 


eee 


ro 


Pay ane 
Mabon ate 


Bie 
| VE ae ann 
Ba pucks 
Rear ee ee 
‘ ae 


His 


rs 
“4 


age 
ey 


Z 


oe ae 


Pa ee 


Ple-1P—2 6-2-1537 98 Je 


Be 
Ce 


II 


iit 


He 


: (a) 
539394 (b) 


CORTE ARTS 


Pan? I 
GSNSRAL OUTLINES 


SUE RODUCT ION «<a 4 0c & & © 2 *e ee 8 


Current Notion 
Trend « + « *& > 
Problems « « « 


feed @ * = ad = ° * * 


« * = * * 


e¢ ¢@ @ 
* 


id * 6 e s aa a e a 


DISTANCES PRINCI PLS oe a a a a 


ie 
Re 
Se 
be 


ie 
Se 
Se 


DETSRMINATION OF DISTANCE RATE SCALE IM PRACTICE 


1. 


Be 


1. 


{c) Imterterritorial Rates .. 


Underlying Ideas * es © © © @ & 
Distance Tariffs . » 


2 


Congtruction of pis tance Rate Scale 


Equal Mileage system > 2*«+* © * * 


e 


* 


Group System «2. +«+«es e* © e © « 


Tapering System .« « « s+ « » «-s 


Sxtent of Diminution of Per-Mile Rates 


Aggumptions in Principle . .«. 


Cost of Service « «©» + s# © # « 
Value of Service 2s + * » ©. *& * 
Gompetition *e+ e082 + + © + + *% * 
Limitations in Applicitions . .. « 


Southern Class Rate Investieation . 
History of Southern Rate Structure 


Conditions in the South .. 
Preposed Distance Scales .«.-+<« « 
Garriers* Sehome « « « «4s s+ + @ 
(a) General Churacteristics .. . 
(o} Intraterritorial Rates .. -. 
(1) Gonstruction of Seale .. 
(2) iimitatione in Application 
{3) &xtent of Pourth-Section 2 


{1) Central Territory . 
(2) Sagtern Territory . 
(4)  Imeonsistencies ... . 
{1) Specific Rates .. » 
(2) Groups 2 © @ » Ps 
Shippers’ and State Commissions’ 
(a) Southern Traffic League Scale 
fe: Mississippi Cormission Seale 
(c)  ennessee Commission Scale . 
(4) Sagtern Interterritorial Rates 
{el  Gther BPreposela . « « s « 2 « 
Approved Distance Scale .« « « « e « 
Fondamental Principles . . « « « 
Simplicity in Structure ... 
Disregird of Differences in 


oo « © @ 
* *¢ * @ 


* 


er 4 


* 


* * » © ® 


* 


* 


*eo*eeteef + © © # 


e 


* ad e 


Recent Changes in Industrial and Transportation 


* ¢ ® © 


ee wenevpere Peeneese * De ee 8 8 & 


s 


Carriers’ Pinanelal Conditions 


© Hy 
oeeeveew ee Fee © & @ 6 on + © @ 2 


a 


» @ © @ © © @ 6@ClU Mee © eh He hh ehUh OU /HhUh}MhUhhMhM hUcvh]SFhUhH 


* 


| 
oe «© @ &¢ © 6 @ 6 6 oe he 


e 


a 


€ 


* 6*@ & Ft He He ee D © 


& 


2 


® 


ae oe oe oe ee ee ee ee a oe ee ee ee ee ee 


@ 


* * © © ¢ & © © &© & H 


e 


e 


*eeeweeneteeveeweeeveweenseeveueeve te we ob & @ 


* @ = @ @ 6 € &€ Oe Bee He )ehUchmhUh TrmhUhOhmhUMTmhUh!}HhUc[HhUhPMhUmh! 


* * ¢ *@ @ © © 6 & & PL 


° 


» @ 


° 


ii 


Page. 
{c) Diffusion of Population and Industry ... 143 
(4) Harmony between Intragtate and Inter- 

state Rates < << = 2 2 2 + © © + * + © *& 143 
fe) Coherence and Consistency « . « +». «ss 44 
(?} Disregard of Competitive force ..+.+ « 244 
{z) Dependence upon Cost and Value of Service . 145 
fad  tUdmitetion of Group Syatem . 4 « « 0 « 3 «© 146 
(i)  S8limination of Joint~Line Differentiale . .. 148 

‘ Be Construction of Scale _ * © 2 &© © © 2 © © © & 148 
(a) Inconsistency in Commission's Ideas . .-. 149 
(b) Bases Gf Gonstrxction « « « 1s + © © «© @ @ * BS 

(1) fapering Heture of Rated « «© s «© »@ 3» 0 @ LS] 
(2) Progression of MOG8C@ « «© = 8 © © & eee «+ 153 
{3) General Level Gf Raics 2» « «© « «© © @ «© @ 455 
(4) Territorial Uniformity im Retes ...-. 156 
te} séctuai Consterudtion of Sates « «+ « « « « «© PER 
(i) Butee for Initial Dietances ...+« s+ 169 
(2) ates for Succeeding Distances . .«.+- i61 

(d a) Determination of Mileaze +2 2 = © &© © 8 *® 163 
OS eg EE rare 
Se Limitutions in Application “ee © © 2 « « #6 6 es 
{a é Intraterritorial Iimitatione «.«...+.+ « 4168 
fb Interterritorial Limitations .«...+.+ 170 


e 
® 
° 
® 
s 
ps 
baad 
J 


Iv LIMITATION OF DISTANCE RATES « « 2 © o © 


Be Nature of Distance PrGnoteie «ssc ease nevus £8 
Be Pallacy of Distance Principle oe «+ © 6 Bie 0 8 € oO 

1. _ posnamic Rate Structures « « « «2+ «© «© «© «© © w@ LY 

Re wiecriminationg «#e« 26 s+seese ese eee aevses L779 
Ce Gourte’ A$titudes ««s<s«see es sees eevneneves isl 
De Interstate Commerce Commission's Attitudeae ... 182 
ge Trend of POLIGY «© «45 4) © & * ws HH 4 e os « 283 
Pe Biffecte ef Viateance Hates « « s « © &e ee we ee 184 


PAR? ZI 
P.RTICULAY PROBLEMS 


If PORMATION OF SXISTING RATES SPRUCTURE « 2 2 s we « & « 189 
Ae Natural Development . . « «ese stevsee es 189 
Be Types of Structures « . 2 eee eee eevee ese Al 

1. Equal Miilea MO SYSt0mh «se «se ee eew eases 191 
Be tapering Mile: ze 20 Syatem see e¢ © © © *# © © * 194 
3e sone sys DO ss bo 6 ook Se ae ke eK ee 196 
4 Group ays tem “i 6 2 oe ee ee ee ee ee ee 199 
Be | Postage systen ** «© @ *®© @ @ e+e t# ee em ea 8 Rol 
be Seonomic Sys hs 2s 4s ee ee es le + lw 8. EE 


Lil 


Page. 

; iil Cos? OF SERVICE “= 2 &£ uw e+ Ke Oe Fe ese 2 +e * * © & Fe 204 
be Diminution in Coe «+s +e w@ sb wean esteeoe ses 206 
Le Capital Charges eee 4 6 eo 4 6 8 le le heh Oh he! ChB 

Ze Working Bxpenditures « ««+*s*+*«+*se+ 8 8© © @ = «© BOP 

Be Constants and VarLlables wee + + we Se + oe et BES 

py 4 Rates below Average Cost 2. 2 «2 es se « 8 218 
5. Limitation in Diminution « .« « 8 « © © © © © © 220 

Be Allotment « « » oo fe @ © © #® @ #@ @ © o* *© # ¢ 225 
i. Difficulty in 4liotment oes 8 8 @ 4+ © &© & & & 224 

(a) J0int Pactor .«.«-s » oes ee * © @ @ @ 2 8 £225 

{b) Saditional PEOCOl «2 sc «+ + « es te e€ & € Se es 226 

Ze Attempt at Allocation ‘eee * «© © s # * & 227 

(a} Joint Coat ew = © 8 &@ 6 €¢ © © & &© & & Se 8 228 

fel Addi thormal Gost » ee sc ee ts we ee ts BBO 

(ce) Divieteon of ¢65nt Coet « «4 « + © s & » 8 231 

(a) Impossibility and futility ‘ec tease a es BM 

| (e) Attitude of Interstate Commerce Commission. 235 
Ge Prena ef Cost Besgiog« ws th ew st seeteeseuv einen es 257 
Ds Attitude of Supreme Court ..« «6+ 6s ss 4 © &© & » 245 
IV W TLLIIGHSSS OF TRASEIC TO PAY + & © © 8 © © *& & & 251 
Ae Fundamental Principle es 6 &© @ w@ «&# £¢ & &® © & & @ ris 8 
Be Wiijitnemese te Pay «2 ws se tb *@ etn vette sss B55 
Ls ee Ne ee ae ee ee 254 

Be Benefit ~“* * *®* @ ® © ®@ © *©® * © © * * @ © @& & 265 

Oe feat of Reasonablenesg . 2 « «© © © eo © © ee BZ 

46 Digadvantages **e*#ee*e**e#ft ee «© ¢€ © = 8 we 281 

v COMPESITION 2 wt teehee eee eo rescore & © 290 
be Squaligation Of Charzew@ ese sts vewas¢@ anes 290 
Be Railway Competitions. «e«teeter_eeentee en ees S01 
Ce water Vompe tition /-. ee ee ee ee 8 ee eo 8 | UBT 
De Road Competition o 6 © & 42 6°6 ee e's ws se & CBE 
de Market Competition .« « e««sse2* 22ers e 2 ee B21] 
Pe Industrial Compe ti tion oe. ¢ © #@ ®@ oe 8 © © @ 8 S05 
VI TREND IN LEGISL«ATION ‘es 6@ G6 Gh 4S 2 4s 8 8 we BE 
Abe Great Britain and Canada *ese2e @ #* @*® &© © &@ & € So7 
Be foe United States _**t+ «0 * % 8 & HR +e + © 2 ee * 242 
: oe 1887 **2e * @©@ + @ ee @ © +e ee ee em ew Fe ee ee 542 

Ze 1910 * = = © @ &@ 2 te © 8% + OS Ge Se © Fe Pe TF 353 

3s 1920 *e-c. @ % So 2 2. 6 2 O% 8 OF 4 8 USehUOhUhUh TO UH hUhF 567 

Se Gooaing Bill *~_* e+. *# © * &© © e8Oe 8 HB HOhUhOrhUC}hLmhUh}MhMhU FD 378 


VII CONCLUSION * *£ *® «£ &©@ ££ © © * FF & *&® © © Pe +e +e +e + F&F & 391 


REPSRENCE es .*e¢ cs += © * + ee +e oS He Fe +e © ee + +e Fe Fe +e TF 404 


PART ONE 
GENERAL OUTLINES 


I. INTRODUCTION 


Ae CURRENT NOTION 

Undoubtedly the current notion of social and economic 
justice is that railway charges should vary more or less in pro- 
portion to the distance of haul. There is no valid reason why a 
charge at an intermediate point should be higher than that given 
at a more distant point, or even the same as at the latter, but 
it ought to be lower than the latter according as the distance 
covered is shorter. The mere fact, that a higher rate is quoted 
at a nearer point on the same line or route over the same direc~ 
tion for a unit of traffic of the identical description consti- 
tutes a gross discrimination on the part of the carrier, the more 
Gistant point being accorded an unduly preferential treatment at 
the expense of the less distant point. If the natural advantage 
in the form of competition is answerable for the favorable charge 
at amore distant place, the natural advantage, which a nearer 
piace enjoys in the form of the shorter distance of haul, ought to 
be taken into account in the determination of the equitable charge 
for that point. The conveyance of traffic over a longer distance 
involves, no doubt, a greater service and cost, and, therefore, 
the compensation for it should be greater in proportion. The idea 
of charging @ higher rate on the traffic, which derives a lesser 
service and incurs a smaller cost because of the shorter distance 


of transportation is per se entirely repugnant to the concept of 
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justice, which a common carrier is required to maintain in the 
meking of its charges and the rendering of its services. 

A bill was introduced by Senator Gooding to the sixty- 
eighth Congress to amend Section 4 of the Interstate Commerce 
Act, 6G 4a to make the long and short haul clause more rigid 
in actual application, the relief to the csrriers to be limit- 
ed only to the Gase of competition by a roundesabout rail route 
with s direct rail route. Hesrings were exhaustively carried 
out before the Committee on Interetate Commerce of the Senate 
fron February to March of last year, where extensive tentinony 
was taken from the interested public, the Carriers, and the In- 
teretate Commerce Commission. Throughout the contentions of 
the proponents of the rigid application of the long and short 
haul principie, as represented by the senator and the Inter- 
mountain interests, the ground on shich they stood in a vigor- 
ous attack against the carriers and the Interstate Commerce 
Commission, was that absolute justice could be maintained on- 
ly through the establishment of such rates as directly conformed 
with the distances of haul, entirely without regard to competi- 
tion, whether traneportation, market or industrial; the relative 
financial status of the csrriers; or other economic considers- 
tions. They were opposed not only to the possible resumption 
of lower rates to the Coastal termini, but also to the maintain- 
anee of the present blanket rates covering the termini and the 
intermountain points, and laid the bleme on the railways and 
the Interstate Commerce Commission for the slow developments 


er abortive failures of the Intermountain industrial and commer- 
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Gial enterprises. They had long remained a sacrifice for the 
expansion of the Pacific Coast, and the only sure remedy was 
the readjustment of the railway rates in strict conformity 
with the distance principle, which would be impossible under 
the existing flexible provision of Section 4 of the Act. They 
were, apparently, perfectly confident of the justice which 
Would resuit from the operation of the proposed amendment, hav- 
ing not the slightest doubt ae to the consequent prosperity of 
the Intermountain Territory and the carriere serving it. 

: The contention of this kind eroce, and will agsin a- 
rise, because of departures from the long and short haul prin- 
Gipie, as enbodied in the fourth section ef the Interstate Con- 
merce Act. The intermediate people argue that the distance 
principle conforms with the concept of social, if not economic, 
justice, in opposition to the attexpte of the favorably situst- 
ec lecalities on the basis of their natural advantages. This 
has been the case partioularly with the Southern and the Trane- 
continental situations as to rate structures as e whole, snd 


everywhere ag to inéividual rate adjustmenta. 


B. TREND 
The history of the development of American railway 

Charges indicates that the trend has been outetandingly for the 
adjustment of the structures step by etep to conform to the dis- 
tance principle. There may have been particular cases where the 
Tate systens within limited areas were reconstructed roughly on 
distance scales, largely as the result of the voluntary attempts 
eof the carriers concerned to eliminate their inter-railway com- 
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petition, shich would otherwise have grown to such severity as 

to threaten their financial situation, but generally, the adjust~ 
ments on the basis of the distance principle were brought about 
by way of a compromise between the seemingly conflicting interests 
of the unfavorably located public and the carriers concerned. 
Wherever a complaint erose against an alleged undue discrimine- 
tion in the matter of long and short haul rates, the general 
practice available te appease it was artitrarily to force the 
carrier more or lese to conform to the distance principle, only 
to incur the fresh complaint of the public who were adversely 
affected by the resultant adjustment, on the ground that they 
were unreasonably deprived of their Returel sivanteges, and that 
the adjustment s@riously disturbed the commercial situation which 


had long been settled on the basis of the balance of economic 


forces. In the case of such complsints, the distance principle 
seems to have been employed as a powerful weapon to suppress 
the grievances. | 

The apparentiy arbitrary, unreasonable, and inconsis- 
tent fate structions of the country were at once held to be 
contrary te the sense of justice, without the slightest regard 
to the undeniable fact that tellway rates and fares are deter- 
mined solely by economic forces in the long run, anc are not 
the product of the arbitrary operation of railway manegera. 
fhe distanee principle, if it is to be * principle of univer- 
6al application, must of necessity distregard the fundamentel 
concept of rallway rate making, in which the distance factor 


plays a very amali role. As a matter ef fact, however, the er- 
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ronesous idea of cistance retes seems to have gained the upper hand 
ef the contentions advanced by the railways in maintaining their 
position on the basis of economic considerations. Almost every 
time an sdjustment @as made of rates complained of, it was con~ 
denned for the simple reason of unreasonableness, and rates were 


readjusted so as finally to conform to the distance principle. 


Undoubtedly, there may have been arbitrary manipulations on the 


part of the Garriere in the making of geome of their charges out 


of some pereonal considerations, particularly in the early period 
of the railway operation, When there was no adequate agency of 
public regulation, or in other oases wholly unjustifiable rates 
were made in the intense desire for business on the part of the 
railways. All these abuses must of course be°removed through 
public regulation, since they were the arbitrary product of the 
carriers. and were Rot justifiable by any test of secial and eco- 
homic justice. On the whole, however, the rate systeme prevail- 
ing at any given time are the result of the interplay of various 
economic foress, which are entirely beyond the control of the 
Carriers. They may seen very irregular, inconsistent, and com- 
plicated, but the railways are not at all responsible therefor. 
They are simply the result of the natural process of the free 
operation of economic factors. A simple, methodical, and sye- 
tematic tariff iz highly desirable, but it is open to « serious 
doubt whether a rate structure, which is very complex due to 

its natural growth, should be adopted simply for the sake of sim- 
plicity. A lower charge for a shorter haul is very comsendable, 
but it is highly questionable to completely destroy the long- 
established economic structure, solely for the sake of the dis- 


_ tanee principle. 
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Apart from the question of socisl and economic justice, 
the tendency in the adjustment of the prevailing rete systems has 
been towards the adoption of some form or other of distance sosle 
rates, end this trend has been very conspicuous particulariy of 
late years. In the Central Freight Asseciation Territory, dis- 
tance scale rates have long been in effect, although eubject to 
hunerous important exceptions. Far from being uniformly applied, 
they are mace applicable rigidly to such clase traffic only as 
is not competitive in nature and relatively emall in volume. 

The more important commodities are moved with no, or 2t most lit- 
tle, reference to the distance tariffs. Furthermore, the terri- 
tories covered are split into several different zones for differ- 
ent tariffs. Besides, the computation of the distances of haul 
is not always made on the basis of the actual mileage, but large- 
iy on the basing point system. In the Central Freight Associa- 
tion Territory, locally on the line of one railroad, the class 
Tates are published on actusl mileage from station to station 

in the majority of cases, but jointly over more than two differ- 
ent lines, the fates are quoted on the basis of figuring the 
joint miléages between principal points within the Territory se- 
lected as basing points. Between the points which are outside 
ef these basing points, the rates are calculated on the basis 

of the rates in effect from and to the selected basing points 
taking the highest rates (or the longest mileage) between which 
the non-basing points are located. The basing points are gener- 
ally junction points and commercially important places, although 
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¢@ertain local points have been added as basing points in cases 
where the distance between the above-mentioned points exceeded 
twenty miles. A distance tariff renains as such, only as long 

. ag it is based on actual mileage, and, therefore, the distance 
tariffs on the Central Freight Association Territory are at the 
most a bone without marrow. Another weakness in the system lies 
in the group relationships still continuing to exist. For in- 
stance, the class rates between Chisage on the one hand, and Buf- 
falo and Pittsburgh on the other are made the same, al though 
distance between Chicago and Pittsburgh is 468 miles, while the 
diatance between Chicago and Buffalo is 511 miles. The relation- 
ship between Buffalo and Pittsburgh on the east ani Chicago on 


the west has been in existence for such a long time that it is 
impossible to bring about conformity to the distance scale with- 
Out disturbing the economic status. Further, these Chicago, 
Pittsburgh, and Buffalo rates are applicable not only to and 
from those points proper, but also to and from a large number 
ef points which ere grouped with these points. As regards the 
commodity rates, it is generally accepted that they are also re- 
dated to the distances of haul, but, as 4 matter of fact, they 
are not so closely connected with the distance scales, for they 
are based on certain relationships with the class rates, which, 
as stated before, ao not largely adhere te actual mileage. Be-~ 
sides, there are important commodities, which do not bear any 
definite relationship with the class rates, but the rates on 
which are made entirely independently. In the case of the die- 
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tance scales applicable in the New England Freight Association 
Territory, the economic conditions are more favorable for the 
closer application ef their scale rates than in the Central . 
Freight Association Territory, but it does not mean that the 
distances between stations are calculated always on the actual 
mileage basis to which the scales apply. There are humerous 
instances where mileages are arbitrarily designated irrespec- 
tive of the actual distances, and also where commodities are 
specified to which specific rates are to apply, particularly in 
the case of the traffic to and from the other territories. 

| The fact that those distance rates are subject to count- 
less exceptions, and that they ere, consequently, applicable, 
in the strict sense of the distance rates, to only insignificant 
hon~competitive, local, class traffic and othe other commodities 
bearing definite relationships therewith, completely defeats the 
general idea that the above-mentioned territories are typical of 
ths application of the distance principle to their actual rates. 
In reality, those scale rates are mostly a mere name in actual 
application, but the situation serves to show clearly the gen- 
eral concept as to whet the railway rate system ought to be, 
md the actual trend thereof. 

: The current notion and the recent tendency appear in @ 
growing intensity in the Southern Territory and eleeshere. Tak- 
ing advantage of the changed economic conditions, both trans- 
portation and industriel, in the South, where the long and ghort 
haul principle has long been departed from probably to the 
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greatest extent of all the other territories of the country, the 
shipping public and the state regulatory agencies recently sug- 
gh overhaul of the existing 
rate structures which are alleged to be gross anomalies. The 


gested several plans for the thorou 


Carriers Were forced to work out their own plans, tired of the 
incessant vociferous complaints and the constant pressure of the 
State and the Federal Commissions. The result of the Interstate 


ommerce Commission*’s investigations which lasted from February, 
1922, to July, 1925, was that distance scale rates were deter~ 
mined, to be carried into effect on July lst of the present year. 
The approved schedule is more @laborate than those in operation 
within the Central Freight Association and the New England Freight 
Association Territories, and is to cover the entire ares of the 
Southeastern Territory as a single unit. Of course, there are 
to be numerous exceptions to the regular application of the dis- 
tance principle as embodied in the scale. First of ail, the dic 
tance rates are to apply only to the class traffic, and a large 
number of the existing commodity rates will continue to operate, 
anc even the clisass traffic of certain important descriptions 
will be excepted from the application of the distance scale in 
the case of interterritorisl transportation. Secondly, the pro- 
posed scale of rates coees not necessarily contain the actuai 
rates to apply, but it only fixes the maximum interstate clase 
rates. Thirdly, the rates are to apply only over the "standard 
lines" in certain eress in the Southern Territory, arbitraries 

to be addes thereto for the other standard lines and for certein 


ery 
Be 


: 
eS 
ue 


id 


tain short and weak lines. Fourthly, distances are to be com- 
puted at actual mileages over the shortest possible route between 
any two pointe, embracing as a maximum the lines or parte of 
lines of not more than three carriers for distances of 200 miles 
or Lene, four carriers for distances from 200 to 500 miles, and 
five carriers for grester distances. In this connection, cer- 
tain constructive mileage is provided for. Fifthiy, in the case 
ef joint railewater-rail Class rates between interior points in 
the Eastern Territory and interior pointe in the Southern Ter- 
ritory, the class rates will be depressed to make "concurrence 
rates". Sixthly, the class rates between the Official Classifi- 
sation and the Southern Territories are generally to be based 
upon the “key rates". Sevently, in the case of through rates 
te and from certain areas outside of the Southern Territory, ar- 
bitrsries may be added to the distance rates. Lastly, group re- 
iationships may be established to some extent. 

} From the above important exceptions, it will be seen 
that the proposed distance scale will in effect be applied to 
a emall proportion of the entire traffic, and the more impor- 
tant traffic wili not be greatly affected thereby. Moreover, 
the method proposed for the computation of distances will result, 


res, in view of 


in the majority of cases, in the fictitioue mileag 
the fact that the distances will be determined between two points 
on the basis of the shortest-route cileage between them, and that 
conetructive mileage will be established. The addition of arbi- 
traries to the rates for the benefit of certain lines will com- 
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pistely nullify the merit of the Single e¢cale system. At any 
rate, however, as in the case of the Central Freight Association 
Territory and the New England Freight Association Territory, the 
only advantage derivable from the proposed distance seale is the 
simplicity of the tariffs, which are, in the last analysis, pre- 
pared on the distance principle only so far as the form is con- 
cerned. The economic conditions in the South will not be affec- 
ted to an appreciable extent by the introduction of the much- 
talked-about dietence esale. The rate structures, which are 


‘based upon the operation of economic forces, will change entire~ 
iy irrespective of the distance principles, according as the under= 
dying economic forces change. As soon as transportation competi- 
“Shoe ond werket and industrial rivalry disappear or fairly well 

) balance within the Territory, the rate system in that section of 
the country wili automatically conform itself roughly toe a dis- 
tance scale. Any unnecessary interference from outside will on- 
ay Tesuit in the disturbance of the commercial status, to the 
detriment of the interest of the carriers ani the consequent im- 
pairment of the social benefit. However, the trend has culminat- 
eG in the proposed Southern class rate distance scale. 

. In the case of the transcontinental rate systems, modified 
distance rate scales ssem to have been proposed, and in many 
States distance scales of various types have been adopted, and 
the scope of the application is gredually being extended to co- 
wer wider ar¢a¢e and greater traffic, either in view of the changed 
economic conditions or the constant complaints from unfavorably 
iocated intermediate points. At esch: adjustaent of both rates 

as @ whole and individual rates, conformity more or lésa te the 

| dista S principle will be brought about. 
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€. PROBLEMS 


A railway charge is not, as a matter of fact, arbitrari- 
ly made by & railway manager, but is the result of the interplay 
of the economic conditions which are largely beyond the control 
of the carrier. Instead of its being a human product, it is a 
necessary outgrowth of the various forces which have their own 
way irrespective of the abstract concept of railway charges. The 
popular ides is that a railway is highly liable to the abuses 
ef its monopolistic position in the making of ite charges to force 
upon the public. It could make any charge without regard to the 
notion of social justice, and exploit the public to whatever ex- 
tent it pleases, hence the imperative necessity of subjecting 
it to rigid public regulation. Charges must be constructed on 
some logical and scientific basis, with a view to the protection 
of the public from being placed at the tender mercy of other~ 
wise unscrupulous railways. Unreasonably heavy preseure would 
be arbitrarily brought to bear upen unprotected week spots in 
erder to acco®d «2 strong part of the public en unjustifiable | 
favor. All these apprehensione seem to center around the idea 
that railways could otherwise promote their own interests at the 
expense of the public, and that they could possibly prosper no 
matter whether the public suffer. The interest of railways is | 
entirely independent of the interest of the public whom they 
eerve. Extreme aa this statement may sound, the underlying mo- 
tive, conscious or unconscious, of public regulation, which 


grows more rigid and strict ae years go by, is undoubtedly based 
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on thie idea, as evidenced by the evolution of the government 
Tegulation in this country and elsewhere. It still persists 
even in intenser degree in the minds of the public, as is plain- 
ly shown in the debate on the proposed amendment of Section 4 
of the Interetate Commerce Aot, referred to above. 

However irregular and incensistent the rate structures 
May seem, the existence of water competition, interred lvey com— 
petition, and market rivalry have created the basing point sit- 
uation in the South. The rate systens have been produced large- 
iy by these conditions for which the carriers were not respon- 
sible. The rivalry for business between the Eastern and Middle~ 
Western markets on the one hand, and the struggle for traffic 
emong the rail and water carriers on the other, resulted in the 
blanketing of rates over the two-thirds of the entire country, 
reeshing even Denver, and the establiehment of back-haul rates, 
for the westbound transcontinental traffic. The railways were 
forced to make such rates as to conform to whet the economic 
gonditions, under which they conducted their business, required. 
Wherever conditions differ, different charges are created, and, 
so long as economic factors operate in the making of rates and 
fares, reletive equalities can never be realized. If exactly 
the same competitive conditions had prevailed in the Intermoun- 
tain Territory as in the Pacific Coast, the rates therefor would 
have been graded in accordanee with the distance principle, 
provided thet all the other rate-making factors than the dis- 
tance element were the game. Blanket rates, basing point rates, 


and all other “irregular and inconsistent" charges were not made 


ee ae 
a 4, 


R 
she 


Seats 5 he ae. 


i4 


by the carriers through their voluntary sections. The carriers 
were as intelligent as the public, and they were fully aware 
of the fact that no good would come of « situation in which 
they purposely and maliciously placed the intermediate locali~ 
ties in an unfavorable position, thereby unnecessarily to in- 
cur their hostility. 

| The above contention, however, does not méan that the 
laissez-faire policy is always to bes adhered to in the best in- 
terest of the public, and that railway charges ought to be free © 
from any public interference in all cases. Where competitive © 
forces work to an intense extent among the carriers, rivairy 
runs to the extremity among trade centres; industries are not 
balanced throughout a territory; population ie not diffused 


evenly; end the carriers have surplus capacities for extra bue 


siness; the carriers may, consciously or unconsciously, over- 
step the limit of reasonableness which ie required by economic 
and social justice, in the instinctive desire for an additional 
amount of business. Personal considerations may creep in, re~ 
sulting in gross discrimination which is altogether to be con- 
demned. Charges may be made arbitrarily se as to enable the 
Failways to participate in a hermful struggle for traffic, the 
result of which is the euneturai participation of markets in 
unreasonably long-distance business, the oross current of traf- 
fic and the waste of transportation. That was the case with 
the rallroed eituation of thie country particularly pricr to 
the activities of the state legislatures and the Interstate 
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Commerce Act in 1887, and these abuees msy at any time occur, 
though to a lesser extent, against which some protection of 
the public must be provided. 

To require the carriers to base their charges on the cic~ 
tanee principle is undoubtedly one of the best measures aveil- 
able from the etandpoint of public regulation. Complaints that 
cokes ovnstently as to unreasonable discriminations will there- 
by be effectively removed cr at least guppresced, apart from 


the question whether such compleints are justifiable or not in 


each individual case. The fundamental question, however, is 


whether the so-ceslled distance principle is really a principle 
at all, based on facts 


and theories, and applicable without 


injustice and harm to all actual cases. This generel question 


is resolved into several important questione: whether « cis- 
tance scale is econonicelly justifiable; whether it is socially 
beneficial; whether it proves a panaces for all complaints; if 
$0, whether it permits of accurate and mathematical construce 
tion; and finally, though it may be a desperate policy instesd 
of a practicable principle, how far it is applicable to the 
benefit of the public and the carriers alike. 

With a2 view to throwing some light on the solution of these 
questions, the present thesis will include the discussion of 
the evolution of railway charges, the reletion of the cost 
ami value of service to charges, the controlling factors in 
the determination thereof, the resultant rate structures, the 


mecessary consequences of the application of distance scals 
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fates, the reasonable limite of such rates, and, finally, the 
trend of public regulation in this connection, with particuler 


reference to the practices in the United States ani Great 
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Ii. DISTANCE PRINCIPLE 


A. UNDERLYING IDEAS 

The underlying ideas, on which the principle is con- 
structed to require railwsy rates end fares to conform more or 
less to the distance of haul, are very simple, and appeal quite 
readily to the general public. 

First, a railway charge, if it is to be made eo as to 
maintain equity, ought to be determined with strict reference to 
the emount of the service involved and the oost incurred in con- 
nection with the transportation of s particular unit of traffic. 
Shippers or passengers must pay compensations to the railway 
exactly in proportion to the emount of service they receive and 
the cost they incur in the utilization of the railway facilities, 
am the railway is entitled to just such compensations, social 
and economic justice condemning the charging of rates and fares 
which are more or less than determined by thie standard. Une 
doubtedly, the ideas would hold good, and no one could question 
the validity thereof if only the cost of partioular services not 
only were ascertainable with such accuracy as is reasonable for 
practical purposes, but also bore some definite relationships 
with the distance of haul, which would remain constant and appli- 
Gable with fairness to any shipper oF passenger utilizing the 
railway service under any conditions 2nd circumstances at least 
at a given time. 

Secondly, the cost of service ought continualiy to 
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jnorease with the distance of the transportation of perticular 
units of traffic. They might not increase in exact proportion 
to the growth in distance, but they must have some definable | 
connection therewith. To be valid in the light of social and 
economic justice, as Claimed by the proponents of the distance 
principis, therefore, it must stand upon the above-mentioned 
Guo preniees, thet the cost of service is ascertainable as for 
gach unit of traffic, and that it advances in amount as the 
distance inoresases in a definite manner. 

The contention, built on these apparently plain, 
simple ideas as to the nature and character of reilway costs, 
‘sustains the principls that each unit of the treffic to be care 
gied ought te contribute towards the necessary total cost of the 
Pailway ite share, which is determined by reference to thé dis- 
tance of haul, and which remains definite and constant. Such 
rates ani fares only es are made on this basis ere justifiable 
both economically and socially. The contention further holds 


that, although it msy seen ultre=theoretical, it is practicable 


to ascertain costs in ali cases, if only paine are not spared 
in the analysis of the railway costs with a view to bringing 
about mathematical regularity in the anomalous and inconsistent 
rate aystews prevailing in most countries where the laissez 
faire policy has been in practice to the detriment of the pub- 
iis interest. The earlier the public pressure is brought to 
bear upon the carriers to reconstruct their rate structures, 


which are obnoxious and repugnant to the conception of justice, 
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the fewer will the complaints be as to the disturbance of 
economic status and infringement upon vested property right 
of those unfavorably affected thereby. 


wad DISTANCE TARIFFS. 

Starting upon the aboveementioned two apparently com 
mendable i262, commendable if they were epplicable at all for 
practical pumposes, the distance principle requires first of all 
the construction of a series of rates and fares upon sach unit 
of traffic, or at least upon each of the seversi groups into 
which the entire traffic ies divided for the sake of simplicity 
in the preparation of tariffs. 

7 Insomuch, however, ac the distance principle does not 

gall for the uniformity of the per-mile rate to cover the entire 
- distance of beni, there will result from it seversl different 
systons of ratee and fares, according to the varioue menners in 
which some of the costs are distributed in allotment upon ¢sch 
unit or group ef traffic for each progressive unit of distance. 

1. Construction of Distance Rate Scale 
By way of illustrating how the distance principles is 

supposed to operate in actual cases, a unit of traffic may be 
taken, upon which to construct a series of rates in sccordance 
therewith. 

First of all, the costs of a railway, covering not 
only the expenditures incurred in connection with its operation 
and maintenance, but also the emount necessary for the reelize- 


tion of a certain isvel of returns upon the investments in the 
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property, are to be allocated under two different heada: joint 
and additional. The joint costs include those items which do 
not permit of apportionment smong the different services, but 
are related to the traffic as a whole, and the additional costs 
cover those items which are incidental to the conveyance of 
particular traffic, and which are, therefore, apportioneble 
emong different unite of traffic. 

This idea is, in the last analysis, thet railway costs 
gonsist of two elements; one of which comprises such expenditures 
es are required in the transportation of the traffic as a whole, 
ana the other covers such iteme of costs a& accrues additionally 
in connection with the rendering of particuler services and do 
not at all cecur if these particoulsr services are not rendered. 
The question, ae to whether these costs do or do not keep a pro= 
portion to the volume of business carried out under varying con- 
ditions, must be kept totally out of sight in the consideration 
of the distance principle. In other words, the fact that they 
are constituted of constant anc variable elemente as well must 
be ignored, in order that a series of rates may be determined 
for each unit of traffic on the distance principle. 

Secondly, the value of service is to be accurately as- 
certained as to each unit of traffic to be carried, for the pur- 
pose of determining its proper end equitable share in the joint 
: costs. Costs must be divided between the freight and passenger 
services, and then subdivided among each of the units composing 
the total traffic of these two different categories, in accor- 


dance with the value of service determined for each of these 
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major groups. The joint costs are, ef course, assumed to be 

| the same per unit of traffic to be carried in the future as in 

the past, in spite of the possibility that traffic will vary in 
volume in the future without much affecting the joint costs as 


a whole. It goes without saying thet the amount of joint costs 


is to be fixed on the basis of the past record under s certain 
volume of traffic thet was actually handled. Therefore, the 
question, as to whether the share of each unit of traffic in 
the joint coste incurred in the transportation of traffic in 
the past, if they are distinguishable from the additional costs 
and apportionable among different units of traffic, remains the 
same and ie equitable in the future when the total traffic may 
be carried in different volume, must be kept out of considera- 
tion in this connection. 
| Still another question is how the value of service 
is determined for each unit of business to be handled in the 
future, for the purpose of determining the apportionment of 
— eOsts. Since the distance principle necessarily keeps out of 
consideration the controlling force of competition, either in 
respect of transportation or market, the values of service must 
logically be defined as the value of the place utility crested 
as the Feeult of the change of the location of eommodities or 
: perecne through Teilwey service, ae represented by the aiffer- 
“ence in the prices on the original and new markets, or by the 
abstract benefit derived from the change of places, as the | 
@ase may bes 


It is practically, if not sbselutely, impossible to 
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‘determine the value of service as defined above, in the face of 
the fact that, first, each commodity or each group of commodi- 
‘ties is constantly subject to violent fluctuation in ite market 
prices at different pointe without regard to the distance be- 
_ tween the places of production and distribution or gonsumption; 
"secondly, » the determination of market prices ie often influenced 
to a large extent by the railway charges themselves; and finally, 
it is absolutely impossible to express the value of service <ce- 
-Fived by passengers from transportation in terms of dollars 
ana cents. 
For all these 4ifficulties, the value of service may 
be determined spproximately for the practical purpose of appor- 
_ tioning the joint costs upon each group of traffic, as the pFO= 
ponents of the distance principle claim it possible, referring 
to one of the principles applicable in the case of classifying 
the different commodities into several groups. At least as 
regards the value of service to freight traffic, the levels of 
the average market prices at different places may in extracrdieg 
nary cases be roughly ascertained for some commodities, but, 
unfortunately, the value thus determined does not remain con- 
| atent, and, consequently, is of no use in the determination of 
the shares of such commodities in the joint costs for the pure 
pose of making fair and equitable rates thereon, es required 
by the distance principle. 
These insurmountable difficulties set aside for the 


time being, the dictance principle may beat be explained 


graphically as follows: 
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In the construction of the sbove diagram, the terminal 
cost as represented by line NP, which is parallel to line OE, 
is assumed to be constant per unit of particular traffic uncer 
‘any conditions, and it must of course be borne by the traffic 
“whenever it is handled at all. In addition to the terninel 
“cost, each unit must also. pay the cost incidental to ite cone 
veyance, which is assumed to bear 6 definite relationship to 
the length of haul as represented by straight line MN. The 
emount ef cost covering the terminal and line}-hsul expenses, as 
represented ty the distance between lines OF and NM, constitutes 
what le commonly termed the "out-of=pocket” cost. 
: | It is hardly necessary to say that a railway does not 
| undertake the transportation of any treffic for a rate under the 
additional or out-of-pocket cost, except under extraordinary 
circumstances, for instance in the special cases of developing 
some new industries in the hope of the future growth of profit- 
able traffic, of carrying raw materials to fscllitate the pro- 
duction of some highegrade commodities bearing relatively larger 
shares in the joint costs, or of the conscious er unconscious 
desire on the part of railway managers to struggle for business 
to an exceesive extent. On nor cd ocessions, it is not worth 
while for a railway to carry treffic at less than the addition- 
al cost. The minima of retes will, therefore, be AF, BG, CH, 
DV and EM for the traffic originating from stetions A, B, ©, D 
and E, reepectively. Each rate, moreover, must more than cover 
the incidental cost, and contribute something towards the joint 
expenditure. in conformity to the economic theory, the joint cost 
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is to be apportioned with proper reference te the value which 
the traffic derives from the service. The total joint cost is 
first of all to be allotted to different unite or at leset dif- 
‘ferent groups of traffic, in proportion to the respective value 
of service. The adherents ef the distance principle claim that 
the =pportionnent ef the joint cost according to the value of 
service ig not eo difficult ae may be apprehended to be, for 

the relativities existing in the classification of commedities, 
which epproximately represents the relative value of service to 
the different groups of traffic, are justifiably available in 
this connection. As regerds the division of the joint cost be- 
tween freight and passenger traffic, they offer no euch thecoreti- 
@al ground as the above. The value of service to thie particu- 
jar traffic, however, is to be determined in any way for the 
‘purposs of proportionately apportioning the joint cost. It is 
represented by line TM, which cenetitutes the maximum limit, a 
rate above which would not permit the traffic to move. 

The step to be taken next to the allotment of the joint 
cost to particular traffic is the further allotment of its share 
for each unit of the length of the haul of the traffic. Accot- 
ding to the manner of the distribution thereof, severol different 
systeme are possible in the distance rate scale. 

3. Equal Mileage Systen 
One of the several methods available for the apportion- 
ment of the joint cost, assigned to the particular traffic, for 
each unit of the distance carried is to distribute it equally 
for any iength en each unit of volume. The contribution towards 
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the joint cost allotted to this particular traffic will be the 
same in amount for a unit of traffic irrespective of whether . 
it is dispatched to © from A, B, © or D, as represented by the 
distance by line NM anc straight line RS. The ratio wili, con- 
sequently, be AF*, BG*, CH* and DV''*, for traffic dispatched 
from stations A, B, 6 and D, respectively. The commodity from 
Stations farther than D cannot move to 0, for the rates covering 
the distance between lines OF and RS exceed its value of service 
@t station D outward, the line RS intersecting line TY st VIII. 

The resuit of this method of equal distribution of the — 
joint cost for each unit of distance is the equal mileage system 
of distance rate ecales, where the per mile rate remains constant 
over any iength of haul. Apparently, this system logically and 
theoreticaliy conforms to what is required by the current notion 
or the social and economic justice, but, unfortunately, it is 
attended with insurmountable difficulty, which even the propon- 
ents of the distance principle admit, of narrowing the area open 
| to transportation and killing the movement of the commodity othez- 
wise poesible. 

3. Group Systen 

To remove the diffioultiee and extend the field of trans- 
portation as far cutward as poseible, it is suggested that the 
joint ccest spportioned to this particulsr traffic be distributed 
equally per mils or at least per block of sone number of miles 
up to some point, and then taperingly per unit of distance. The 
distribution in this manner will result in broken line YH'**M, 
where the traffic from stations C and nearer is made to bear 
the share in the joint cost in equal parts, and the traffic 
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from the farther stations to contribute in lesser smounts as 
 Gistance grows. The resultant rates will be AF*', BG'', CH''', 
DV'* and EM, from stations A, B, C, D and E, respectively. The 
shorter distance traffic will have to bear a relatively larger 
share in the joint cost than the longer distance traffic, in 
order to keep the rates on the latter lower than or st least the 
same as the value of service. The rates from 0 to C include 
therein a contribution in equal parts per unit of distance, and, 
therefore, they grow progressively in exact proportion to the 
inerease in the distance of haul, while the ratio given to sta- 
tions C and outward are blanketed on a level below or on the 
line of the value of service, the result being the rates becoming 
smaller in amount per unit of distance as the length of haul 
grows larger. The distribution line YH'''M intersects the oute- 
ef-pocket cost line at M, and the railway will not profitably 
participate in the movement of the traffic from a point farther 
than E. 

The result of this manner of distribution is the group 
rate system, in the sense that the stations between C and E are 
blanketed in a single group with the same rate per unit of treaf- 
fic irrespective of distance. This avktnn conflicts not a little 
with the requirements of the dietance principle, according to 
which the actual rates ought to be determined with close refer- 
ence to the distance of conveyance, between the maximum set by 
the value of service and the minimum set by the additional ex- 


penses. The shorter-distance rates, growing with the increase 
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in distance to a more or less extent, may be defended in the 
light of social justice, although the burden of the joint ccst 
is unproportionately greater per unit of cistance than on the 
longer-distance rates, but the grouping of more distant sta- 
tions is entirely repugnant to the principle, inasmuch as the 
longer-distance traffic is arbitrarily made to benefit at the 
expense of the shorter-distance traffic, which is entitled to 
en adventege in the matter @ rates owing to its shorter length 
involved in the heul. There is no good reason why the pointe 
which are located favorably in respect of distance, should be 
deprived of their natural advantage to aic the geographically 
disadvantageous localities. Rates cught to be absolute, from 
en economic point of view, and must by no means be manipulated 
to counteract the situation createc naturally by geographical 
positions. It ia only too plain and clear that a nearer point 
should be given a lower charge than a more distant point, if 
considered from the standpoint of the distance principle. 
| The foliowers of the distance principle, however, do not 
always condemn the group rate system in toto; they cannot ig- 
nore the advantages over the equal mileage rate system which 
is logically to be upheld by the principle. First of all, the 
commodity can be made movable from such points as would other- 
wise be excluded from the field open to transportation. In the 
equsl mileage rate scale, the outermost station for this traffic 
is D, the farther localities being denied the benefit of trans- 
portation, and market 0 is available only to the stations within 
the line DV**'. On the other hand, it is « fact that, however 
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repugnant the group rate system may be to the concept of jus- 

< tice, it extends the outermost limit farther up to EV, thereby 
ereating traffic from points between lines DV*'* and EM, which 
are altogether lost to the community within the confines of 
these lines in the case of equal mileage rate system. The pro- 
ponents cannot shut their eyes to the fact that the localities 
Peidees stations D and E will be provided with access to market 
0, and that the consequent creation of traffic, which serves to 
contribute toward the joint cost something, however small it 
may be, will that much lighten the burden on the otherwise 
limited traffic. A railway, if it ie to continue its operation, 
must of necessity derive a certain level of revenue from the 
movement of its traffic, and the required cost is allotted, un- 
Ger any conditions, to the different groups of the traffic which 
it handles, though, as a matter of fact, cost must be adjusted 
to revenue in any competitive business. The greater the traf- 
fic in volume, the lesser the burden upon each unit thereof. 

It is problematical whether abstract social and economic justice 
eontradicts the material benefits which the group rate system, 
undermining greatly the validity of the distance principle, af- 
fords beth to the general public and to the carriers in the ex- 
tension of transportation facilities to communities and the de- 
velopment of traffic, with the result of the ultimate reduction 
of railway charges on traffic. Whatever may be said against this 
group system, it must be admitted that it makes possible the 
maximum production of wealth and the retention of legitimate 
traffic. 
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Secondly, simplicity in rate structures must not be 
overlooked. It would make the tariffs quite complex if the rate 
structures were constructed on the rigid equal mileage system, 
where almost every station has its own rates fixed different 
from those applicable to other stations. It would be almost 
physically impossible for practical purposes to quote different 
rates for each station. Furthermore, the complexity in rate 

structures may prove a hotebed ef evils which most countries 
have struggled to exterminate, particularly in their early period 
of railway development. 

The term "group system" or "blanket syatem" as employed 
in this relation must be distinguished in the meaning from that 

when it is used to denote the method of blanketing rates within 
ah area without relationship to distance but primarily with Te- 
gerd to competitive or other considerations. The railway phrases 

are not at all definite, and the "group, blanket, and zone sys- 
tems" may mean different things under different circumstances. 

4. Tapering System 
| Secial justice in the generally accepted sense can 

best oe maintained in the rete structure built upon the equal 
mileage system, but it is inevitably attended with serious dif- 
ficulties of economic character, and, on the other hand, the 
group system, while effective in removing these drawbacks and 
introducing many advantageous aspects from the economic point 
of view, dees not closely conform to the principle of distance 
rate scales. . 


The compromise between these two extremes, to satisfy 
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the concept of fairness according to the prevailing notion of 
justice, is the distribution of the spportioned joint cost as 
evenly as practicable for each unit of distance. The distri- 
bution is to be as represented by dotted etraight line ZM, there- 
by avoiding the difficulties of drawing the outermost line to- 
wards the nearer direction in the case of the equal mileage 
system, and, at the same time, obvisting the criticism against 
the sharp breaking of the distribution line at H*'* in the case 
ef the group system. In the tapering system, the share of the 
traffic in the joint cost is to be determined so that it may 
fall on each unit of distance of haul lighter in a very grad- 
ual manner as it progresses, without, on'the one hand, a propor- 
tionate increase in the total charge throughout the entire 
length of haul, and without, on the other, an undue increase 
in the total charge on the nearer part of the entire distence 
of haul with the horizontal level of the total charge on the 
remaining part thereof. In other words, the allotment of the 
“joint cost will grow almost imperceptibly smalier for ough 
unit of distance as it increases, the resuit of which ie that 
the per distance-unit contribution shrinks emocthly as the dise 
tance advances, and, consequently, the rates or the aggregate 
charges covering the additional expenses and the shares in the 
joint cost, diminish per unit of distance according as the 
length of haul increases. 

The distance between lines OF and ZM, representing the 
rates, grows gradually larger towards the outer stations, but 
dotted straight line ZM does not run parallel to line NM, or line 
RS, which is drawn in exact proportion to the growth of distance. 
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Instead, the rise of the line gradually grows less as it approach- 
ee M, starting at a point on line OT between R and Y, and inter=~— 
‘secting the value of service line at M, the same point as for 
proken line YH'''y. i 
ry The manner of the distribution of the joint cost among 
the different units of distance, as required by the tapering sys- 
tem, is theoretically contrary to the current idea of justice 
4nasmuch as the shortere-distance traffic is compelled to bear ao 
larger share, however gradually and slightly, than the longer- 
distance traffic, as the former is made to bear a share which is 
out ef proportion to distance. The adherents of the distance 
principle, however, do not regard the principle as sacred in all 
Gases, and seem to accept this system as the most consistent one 
practicable, the logical discrepancy being more than offset by 
the advantages derived therefrom. It has been, no doubt, the 
controlling idea in the recent attempts te reoonstruct the appar- 
ently irregular rate atructures of the country. The adoption of 
the equal mileage system in the passenger fares of this country 
seems to have been entirely due to the fact that the revenue 
from the passenger traffic is negligible as compared with that 
from the freight traffic, and that the average income of the 
passengers is so large that an elaborate fare system is not a 
question of such importance as speed, luxury and comfort. The 
democratic idea in respect of the individual social standing 
may also account for it to some extent. | 
A little modified form of this system may be suggested, 
which is calculated to attain the same result as the above sys- 
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tem in a much more effective way, and yet is as readily defensi- 


ble as it is from the standpoint of the distance principle. If 


‘the distribution of the joint cost, as indicated by streight 


dine @M, is conceded as practical in the application of the prin- 
Cipie to actual cases with due reference to the requirements of 
the principle itself and to the benefits of the public and the 


Carriers alike, there must be no good economic reason why line 


2M should always remain straight. It might be curved, so that 


the nearer traffic might be made to share in the joint cost a 
little more than in the case of a straight-line distribution, 
in order further to lighten the burden upon the more distant 

traffic. The former traffic leaves an ample margin up to its 


value of service, and is) able to bear a larger contribution, 


Whereas the latter is taxed nearly to the utmost of its ability. 


The smaller the area between lines 2M and TM for the nearer 
traffic the farther will the outermost limit of transportation 
field be pushed back, ag in the case of the group rate system. 
The result will be the increase in traffic and the consequent 
decrease in the per unit burden of the joint cost. This modi- 
fied Sepecins syetem is again the compromise between the strict 
tapering system and the group systen, in the sense that the line 
of distribution runs in s curve between straight line ZM and 
sharply broken line YH*''mM, thereby avoiding the objectionable 
feature of the remarkable inequality in distribution, and eh- 
hancing the advantages of the strict tapering system. However, 
if once a step is taken in deviation from the straight-line 


tapering system, the difference between the group rate system, 
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inconsistent with the distance principle and the tapering rate 
system, which is already s great concession, will cease to be 


a question of principles, but will become a matter of compro- 


mise. A step towards the group system will mean by that much 
the acknowledgment of disadvantages on the part of the distance 


principle. Generally speaking, the farther the system is from 


the distance principle, the greater will the benefit be. To 


defend the distance principle, a limit must be provided some- 


where between these two systems. On the whole, the tapering 


system in which distribution is made on a straight line seems 
fuliy to satisfy the current notion of justice. 


€. Extent of Diminution of Per-Mile Rates 

| Where the tapering system is adopted in the making of 
fates and fares, whether in ite strict or compromised form, the 
determination of the degree in the gradual and progressive dimin- 
ution of the peremile or other per-distanoe-unit Tates consti- 
tutes & question for settlement. According to the ecatention for 
the distance principle, it permite of a scientific approach, in- 
stead of an arbitrary and indefensible method. 

Ag preliminary measures, the terminal cost, the line- 
haul cost, the value of service, and the required amount ¢ the 
contribution towarde the joint cost are to be fixed, with as 
much precision as practicable, for unit of each particular traf- 
fic. Line NP is drawn on the determination of the actual ex- 
penses incurred particularly in connection with the handling 
thereof at both terminals. It is after all simply a question 
of some painstaking work involving the detailed anelysis of the 
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relevant expenses at terminals, and there hsve been a number of 
cases where the terminal costs were actually determined for 
several different commodities for this specific purpose. The 
‘Jine-haul eost increases per unit in simple progression as the 
_@istance of haul grows, and the careful analysis of the con= 
stituent items thereof will determine line NM. A concession, 
however, is made in this theory when it is applied to actual 
Gases, as will be shown later. Line TM does not present much 
difficulty to be drawn, for the service utility can be fairly 
accurately ascertained by experiments or from past experiences. 
Comnon sense is one of the important factors in the determina- 
tion of the value of service for the particular traffic. Ares 
@MN, the amount of the total contribution which this particular 
traffic as a whole is called upon to make towards the ageregate 
joint cost, is determinable on the basis of some of the con= 
siderations which are used in the classification of commodities. 
The eggregate joint cost will be apportioned to each group of 
the traffic, in accordance with what it will bear, and also 
with due regard to ite average length of haul. The proportion 
in which the coal, silk, etc., are to contribute their respec- 
tive shares, will thus be decided with a fair degree of equity. 
Since lines NP and NM have been drawn to serve as 4 
minimum below which a fate is not possible, and line TM has also 
been determined to fix the maximum above which a rate cannot ris¢g 
the remaining question is how line ZM is to be drawn between 
lines NM and TM. It goes without saying that the line must 
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start somewhere on line OT and meet line NM somewhere before it 
. intersects line TM. Where to begin and where to end constitute 
the central problem. It is held that it is not so hopeless a 
‘task as it may appear to be to fix points Z and M. First of all, 
in the determination of point Z, past experiences must be made 
the basis, on which it is to be placed somewhere slong line OT, 


so that the rate from the nearest station may be made to bear 


the greatest contribution towards the joint cost and yet not seem 


to be extortionate from the standpoint of reasonableness. If, 
in the light of the past experience, the terminal cost of hand- 
jing a ton of coal is 5 cents, the line~haul cost 0.2 cent per 
ton mile, with the value of service fixed at two dollars, sand 
the charge of 10 cents per ton thereof will be accepted as res= 
sonable for its movement within the initial mile or block of a 
few miles, then point Z is to be determined at 10 cents on 
line OT, the rate yielding 4.8 cents toward the joint cost per | 
ton for the first unit of distance. Point M must, of course, 
be the same as the point where line NM reaches line TM, for the 
Simple reason that the additional cost line exceeding the value 
of service line at M, the particular commodity camot be moved 
to O from outside of line EM, and there is no spreading the 
joint cost over line 2M farther than M. 

As regards the distribution of the joint cost on the 
intermediate traffic, it is to be determined by drawing a 
straight line connection already known points Z and M, the re= 
sult whereof will be the space between this line and line NM 


becoming narrower as the distance from 0 increases towards line 
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EM; in other words, the total charge to be levied upon «a unit 
of this particular traffic diminishing per unit of distance as 
the length of haul grows larger. 

Next, the applicability of this line ZM must be put 
to a test, so that the area formed by space ZMN may exactly 


cover the portion of the aggregate joint cost whioh is allcetted 


to this traffic in question as a whole. It is, ae a matter of 
fact, comparatively an essy task to estimate the revenue pos- 
sible from the proposed rates on a given emount of some impor- 
tant, if not all, particular traffic, since the ratios of the 
volume of each of these groups of traffic traveling over each 
successive mileage are accurately ascertainable from the past 
records - for instance, 5 for the cosi traffic traveling 10 
eiles: 10 for 50 miles; 15 for 100 miles; 35 for 150 miles; 30 
for 206 miles; 10 for 250 miles; 5 for 300 miles; and se forth - 
probably in more minutely divided units of mileage. The esti- 
mate of the tonnage of gach group of traffic for the forthcom- 
ing year or other units of fiscal period will be made, in most 
cases, by means of the least equare calculation. The volume 
of traffic thus ascertained will be spread over the different 
unite of distance according to the saboveementioned ratios, and 
the total revenue from this traffic as a whole will be estimated 
by the computation of the tonnage against the rate determined 
for each unit of distance. From this estimated revenue will be 
deducted the cost covered by the terminal and line-haul expenses, 
and the result thereof will be compared with the apportioned 
joint cost. Point Z will be shifted up or down on line OT ace © 
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cording as the result obtained in the above manner more or less 
then covers ares ZMN. In cases where the contribution towards 
the joint cost, yielded by the rates established along the 

line @M, falls short of the predetermined apportionment thereof 
and point Z cannot be moved upward sufficiently to increase the 
contribution up to the required amount by reason of the resul- 
tant rates being generally regarded as unreasonably extortion- 
ate for the nearer traffic, the apportionment of the joint cost 
to this particular group of traffic has to be adjusted according- 
ly. As M. 0. Lorenz puts it in the Constant and Variable Rail- 
foad Expenditures and Distance Tariffs in Vol. XXI of the Quar- 
terly Journal of Economics, "All of thie may seem ultra-theoreti- 
eal, but, if the ressoning is accepted, the practical applica- 
tion is not complex." However, whether it is so simple in the 
agtual Case as is maintained remains yet to be examined. 

: As regards the modified form of the tapering rate 
system, there are two different methods to be suggested. One 
of these is to draw line 2M connecting sll the intermediate 
points which will be determined independently of point Z, in 
the similar manner. On the bases of the past experiences and 
the general notion of reasonableness, as in the case of the 
original determination of point Z, points are to be located 
somewhere on lines representing stations A, B, C and D, Trespec- 
tively, and a line is drawn from the initial point Z to the 
final point M, connecting all these intermediate points on its 
way. The line thus traced may very nearly be a straight line, 


or may be a more or less zig-zag line. The other method ie to 
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Graw a line from the determined point Z to point M arbitrarily 
in curvature insteed of straight, with a view to relieving the 
more distant traffic of its burden to a greater extent, so that 
the outermost station line may be farther pushed back, a portion 
of the additional expenses to be merged into the joint cost, or, 
where there is no necessity cf extending the field of transpor- 
tation by means thereof because of the actusl market conditions 
oF operation conditions, the movement of the more distant traf~ 
fic may be facilitated on a reduced level of rates. 

In the tapering rete system, the total charges, that 
a unit of any traffic is required to pay under any circum stances 
must continuslly increase, but the charges thereon per mile or 
other per-distance unit must consecutively decrease with the 
growth of distence, through the tapering distribution of the 
joint cost, in which the imposition thereof diminishes gradual- 
ly upon a unit of traffic as distance increases till it becomes 
zero at point M. However, even in the case of strict adherence 
_ te the dietance principle and the equal distribution of the 
joint cost upon the unit of traffic throughout the entire dis- 
tance, as required in the principle, still the result will be a 
mild form of tapering rates, because the following fraction de- 
creas@e as mileage grows: 


So 


J jeee JOint cost equally distributed upon « unit of traf- 
fic per mile. 


T .ee¢ Terminal cost per unit of traffic 
E eee-e Lineehaul cost per mile per unit of treffic 
M cess Mileage 
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In the above fraction, as M increases in quantity, the 
result representing the rate at any given point per unit will 
diminish, since J, T and H remain constant under any conditions. 
In this case, however, the diminution will be very slight, for 
the only factor that causes the diminution is T, and, therefore, 
» it seems to be regarded even by the sponsors of the distance 
principle as not sufficient in the actual cases to avoid the re- 
striction of the area over which commodities, particularly low- 
grade, can be transported. 

In all the actusl cases where the rate structures are 
built upon the tapering system, a number of departures in di- 
verse forms from the eboveementioned requirements of the theory 
are forced to be taken, and the result thereof is in effect that 
' the distance tariffs remain rather in name than in reality, 
which will be discussed in detail later. 


D. Assumptions in Principie 

The distance principle is based on several sassumptions 
of grave importance, and, if these assumptions cannot be satis- 
factorily proved valid in ths light of beth theory and practice, 
the principle will totally fail for practical purposes, however 
‘commendable it may seem from the standpoint of the social and 
economic justice. | 

From the manner in which the distance principle oper- 
ates in the construction of actusl rates and fares, it may be 
- gonjectured that there are various assumptions or hypotheses, 
| which are indispensable to uphold the validity of the principle. 
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‘First of all, therefore, analysis will be made of these bases 
to fina out if they are in reality supportable, at least for 
practical purposes, and then facts will be presented as to the 
application of the principle to actual cases. 
i. Cost of service 

: in the building up of a series of rates and fares, ac- 
cording to the distance principle, it must first be essumed that 
the terminal cost and the line-haul cost are determinable on 
the basis of the past performances, for the purpose of fixing 
the charges on the units of particular traffic applicable uni- 
vyersally within a certain area, and then the next assumption is 
that the joint cost is allotable among the different groups of 
traffic in equitable proportions. 

As a matter of fect, however, the majority of the 
constituent items of the terminel and line-haul costs are joint, 
in the sense that they are produced as the result of handling 
the traffic as a whole, instead of the consequence of rendering 
services in connection with particular traffic. It may, theo- 
Petically, seen that these costs are very simply separable 
_ from the joint cost, but it is in part an absolute impossibili- 
ty. How could the terminal cost of 100 pounds of cotton be 
ascertained against that of 100 pounds of lumber? If, however, 
it were ascertained for each unit of the different groups of 
traffic handled at certain stations, efter a laborious task, 
end the result satisfactorily met the actual additional expen- 
ses inourred in such stations, could At be applied to the cases 


of other stations with equal force? Undoubtedly it Gould not; 
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for instance, labor specially expended in the handling of a ton 
of lumber at one station costs more or less than at another 
terminal according te the facilities thereof - it may cost 2 
cents at one station while at another it requires 5 cents due 
to the absence of mechanical appliances and the necessity of 
more manual work. The terminal cost is incurred largely in 
connection with the handling of trsffic as a whole, and is not 
by any means uniform per unit of handling at all terminals. 
Furthermore, the cost determined on the basis of the past re- 
cords will bs greatly different from the cost thet will be in- 
ourred per unit in the handling of particular traffic even of 
the same volume. Prearrenged cost allotments do not apply to 
the future traffic. The impossibility of segregating the to- 
tal cost into joint and additional; the differences in the 
terminal cost, if it were ascertainable at all, per unit of 
traffic according to different terminsls at different times; 
and the difficulty of clloceting the cost to each group of 
¢raffic handled make it absolutely hopeless to determine the 
terminel cost for esch handling, as required in the construc- 
tion of the distance principle. 

Tae geme difficulty attends the attempt at the as- 
certainment of the line-haul cost for each unit of different 
traffic handled. Every item of the expenses incurred in the 
conveyance of traffic is more or less interrelated to other 
| items, end it is practically impossible to determine the Limit 
of the linewhaul cost. If it were segregated, as in the case 
of the terminel charges, the question would be how to ascer~ 
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tain the cost of carrying a ton of coal respectively over 
5, 10, 50, 75, 100 miles and so on, as against a ton of timber. 
Even if it were ascertained on the past experiences by allotting 
the total line-haul expenses to each group of traffic according 
to its relative risk involved, regularity of movement, space 
occupied, value of service, and all other factors, and epreading 
it evenly on the entire length of the haul of each treffic, it 
no doubt varies according to the time, the lines and the direc- 
tions thereof. These difficulties may be arbitrsrily overcome 
‘by taking an average over » certain period of time ans over 
different lines and directions concerned, or providing arbi- 
traries or constructive mileage (bonus mileage in Great Britain; 
traffic mileage in Japan) for certain sections or lines, but 
the risk of inviting severe criticism against « favor being 
given to a group at the expense of another must be run, con- 
trary to the requirement of the distance principle. There is 
certainly no reason why the rate should be required to cover 
the average hauling cost for the movement of traffic, for 
which empty care ere available and which will be impossible if 
the full rate is imposed. The line=heul cost will be effected 
only very little if theee empty care are utilized, and what- 
ever such traffic leaves above its out-of-pocket expenses ill 
so much relieve the regular traffic of its burden. 

As regards the assumption regerding the joint cost, 
an altogether arbitrary line of demarcation must be drawn be- 
tween the joint cost and the additional expenditures, as has 


been revealed in the course of the sbove discussion, and, more=- 
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over, the apportionment thereof to each group of traffic and 
then the spreading of it on each unit of distance of haul de- 
fy all the mathematical analysis as claimed by the proponents 

7 ef the distance principle. The American railways of Class I 
have been required by the Interstate Commerce Commission to 
report their cost actually incurred under three heads, joint 
and additional, the latter being sub-divided between freight 
and passenger, but the segregation is entirely srbitrary, as 
will be discussed later. 

| The cost must necesserily be ascertained per unit of 
traffic and per unit of distance, ae required by the distance 
principle for its application, no matter whether in an erbi- 
trary and indefensible manner or not. The bases, on which the 
cost ascerteinment will be effected, are of course the actual 
figures obtained in connection with the traffic that was car- 
ried in the past. The assumption here is thet the cost once 
ascertained on the basis of a given emount of business holds 


good and remains constant irrespective of the increase or de- 


erease in the business to be handled. In the examination of 
this assumption, the question of inoreasing returns or decréeas- 
ing cost will arise. Facts are too plain to allow anyone to 
doubt that the railway operation is subject to a great extent 
to the economic law of incressing returns, in thot the cost 
decreases end, conversely, the returns increase, as the traf- 
fic grows up to a certain point, where the existing capacity 

is utilized to the maximum and, consequently, the expenditures 


rise abruptly. 
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The growth of traffic as far as the existing facili- 


ties are capable of handling will not affect the greater por- 


tion of the aggregate cost of a reilway. It is beyond possi- 
bility to determine the portion of the cost which remains con- 
stant or at less€@ does not vary proportionately with the volume 
of treffic ani that which varies directly with it, with mathe- 
matical precision, but it is universally agreed that 70 to 75 
per cent thereof constitutes the constant slement and only 30 
to 25 per cent the variable element. The joint and additional 
gests do not necessarily correspond with the constant and vari- 
able costa, respectively, but some of the items composing the 
joint cost may vary with the growth or shrinkage of traffic, 
and there may be some iteme in thé additional cost which are 
not variable in the least, or are variable very indirectly 
with the increes¢ and decrease in traffic. It entirely de- 


pends upon the conditions and circumstances under which pare 


a ticular business is carried out. The same amount, or 150 per 


eent, of labor cost may in most cases prove sufficient to load 
or unload a commodity of twice the volume at a terminal, and 
the same is applicable to the line-heul cost. The administre- 
tion cost may be reduced by one-third for the handling of 
traffic the volume of which has been decreased to a half, by 
‘reason of the total elimination of some of the items composing 
the entire gost. Efficiency is another factor thet affects 
the cost to a great extent, for it makes poseible the intenser 
paeeret ios of the facilities. 

The Taw of diminishing cost ceases to operate when 
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the traffic outgrows the available facilities of transporta- 

tion, end railways are, therefore, tequired to expand their 

facilities by leaps and bounds at some intervals. How to spread 
these expenditures, either over one year or over a series of 
some number of years, constitutes another question. 

; The following table, covering the index numbers of 
some of the important factors affecting the relationships be- 
tween the traffic and the cost, may serve in a way to throw 
some light on the trend in the American reilways. 


Maintenance ter gteaat 


Ton Passenger of Way and 


Miles _ Miles Structure ae Transportation 
1895 100.0 1060.0 100.0 100.0 100.0 
4900 «166.220 sssl.s 150.4 164.2 136.9 
1904 204.0 175.8 194.8 250.7 188.6 
3903 100.0 100.0 100.0 100.0 100.0 
126.5 131.7 119.0 151.6 136.5 
175.5 160.0 159.7 214.7 161.3 
195.9 160.7 165.4 268.4 182.7 
879.6 206.4 456.3 840.4 521.9 
231.9 165.1 320.8 665.2 381.1 


The figures in the above teble are not ai all com= 
plete, since the index numbers of the costs cover the expansion © 
of the facilities at the actual costes prevailing in the respece 
tive periods instead of being weighted by computing them at the 
levels of costs in the basic years of 1895 and 1901. For the 
purpose of the comparison of the volume of traffic against the 
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gests, the latter should have been stripped of the influence 
of the market prices. The labor prices, which undoubtedly 
 gonstituted by far the greater portion of the respective costs, 
and the prices of the materials made a great rise per unit 
during the period under review, and, consequently, the same 
amount of labor employed end the same quality of materials 
used were charged progressively greater as the yeare advanced. 
However, the same table will give some idéa as to the relation 
between the traffic and the immediate cost of the handling 
thereof. 
The distence principle, in ite application, entirely 
| loses sight of the fact thet the railway costs are made up of 
the constant and variable elements, as well as the joint and 
additional items. phe cost, if it is ascertsined with at 
least such accuracy and precision as ars reasonably practicable, 
is at most the cost as of the traffic that wes actually carried 
in the past, an, therefore, is not of avail for rate-making 
purposes for the future traffic, except in a very remote man- 
ner from that which the distance principle originally required. 
From the theoretical point ef view it may be held that the 
volume of future traffic can be fairly accurately estimated 
by means of the least square, ani then the rates, determined 
on the basic of the joint and additional coset system, can be 
adjusted accordingly to fit in with the concept of justice and 
the requirements of the railways. If it is possible, it is all 
very well and good, and nothing remains to be said about it, 
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‘put the fact is that there remain still greater difficulties 
to overcome. 

Assuming that the cost of each perticuisr service 
Were ascertsinable with some approach to accuracy, end further 
that the future volume of traffic were estimable with a fair 
degree of precision, so that charges may be determined equi- 
tably on the cost basis, the next question is whether cost has 
9 definite relationship with dist 


ance. The distance principle 
depends for its validity upon either the cost basis, or the 
service basis, and, therefore, if the cost of service does not 
vary with the length of haul, or if the determination of char- 
ges according to the smount of service as measured by the 
length of hsul is not in the interest of the carriers and the 
industry and commerce, the distance principle will fail alto- 
gether to function as a basis upon which to build an equitable 
and just rate system. 

It is true, and admits of no doubt, that the cost of 
service does vary with the distance of carriage, but this rule 
applies only to a very limited and specific extent. The cost 
of hauling one ton of coal 50 miles is undoubtedly less than 
the cost of hauling that one and same shipment 100 miles, sl- 
though it is decidedly more than one-half of the cost of the 
dlatter service. Some, if not methematiosl, relationship exists 
 petween the cost of service and the mileage of haul in the above 

case. However, it must be noted thet this will take place only 
where the original destination of the shipment is changed while 
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in transit to another point. In other words, cost increases in 
some proportion to distance, only under exactly the same condi- 
tions and circumstances: in no other case has cost any refer- 
ence to distance. And in actual railway operation, there are 
very few occasions where transportation service is rendered 
under exactly the same conditions and circunstances, but each 
shipment is carried under 4 different condition. It goes with=- 
out saying thet shipment of one ton of coal 100 miles may 
cost substantially less than another shipment of one tone of 
- goal carried simaltaneously over the same section. It all de- 
pends upon the availability of the capacity of station, train, 


and car facilities. A shipment of 10 tons of shoes is consigned 


for carriage from A to B, and a car is supplied for it. Before 
it is dispatched, however, another shipment of 10 tons of shoés 
happens to turn in to be carried also from A to B, and the 
capacity of the car, which was specially called for the con- 
veyance of the former consignment, is found to be availeble 
also for the latter shipment. in this case, the cost ef sere 
vice for the second shipment will be quite nominal, in spite 
ef the fact that it is hemdled and moved at the same time, at 
the same stations, on the seme car end train, over the same 


section. That cost has nothing to do with distance is very 


“glesriy demonstrated particularly in the case of utilizing 

the movement of empty cars. Almost nominsl] inorease in the bil- 
ling anc other Glerics1 cost and in the handling expenses at 
both terminals will be sufficient for the conveyance of traffic 
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on empty cars. The flow of empty cars, of ordinary and special 
types, is inevitable in the operation of any railway. 

The distance principle is not at 211 tenable, because 
the cost of each service is not ascertainable either for the 
traffic that has been carried or for the traffic that will be 
Carried, end because, if it were determinable, it would haves 


absolutely nothing to do with the distance of haul in the 


Majority of actual cases. The distance principle fails in 
validity, but, nevertheless, it might be accepted if it proved 
advisable in the interect of the public and carriers. It may 
be supported on the basis of the contention thet individual 
eharges ought to be determined eccording to the emount of ser- 
wiles rendered for the particuler traffic, which is measured by 
the cistance of haul. The cherges thus fixed may be equitable 
abstractly, if they are not detriments] to the retention of the 
present traffic, and the protection of the potentislity of 
the future development of traffic, so that the greatest ex- 
change of commodities and persons may be insured. This quee- 
tion will be discussed in detsil later. . 
8. Value of Service. 

The next important assumption, on which reste the 
Gistance principle, is that the value of service is determinable 
for esch group of traffic with practicsl precision, the jcint 
eost to be apportioned on it proportionstely according to its 
value of service, as measured by the difference in ite market 
prices. In the élucidation of the principle, it is pointed 
out thet the task of ascertaining the value of service for the 
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‘different groups of traffic is not so complicated as it ie 
expected to be. Some few of the more important commodities 
will be singled out of each of the groups, sand the average 
costs of production thereof has simply to be compared with the 
average prices on the market. The differences are no other than 
the values of service which these commodities sre to derive res- 
pectively from their movements from piace to place, and the 
value thus determined for these particular traffics will be 
fairly applicable to other commodities within the seme groups. 

: The cost of the production of a ton of coal is fixed at 5 dole 
lars on the average, including all the expenditures involved 


in production anc the reasonable profit on it; the market price 


averages about 8 dollars, and then the value of eervice to the 

-Goal will of course be 3 dollars. All the other commodities 
Classified into the same group will be rated at 3 dollers, and 
the aggregate joint cost will be apportioned to this group in 
proportion thereto. The result is the equitable allotment of 
it, ancé there is no other method poesible which can justifiably 
be applied to the apportionment of the joint cost. 

As has already been pointed out in the preceding dis- 
cussion, the Complexity with which this task is attended in spite 
of the theory advanced by the proponents, actually defies the 

accomplishment of ite First, the costs of production and prices 
on the market fluctuate violently so that the averages taken do 
not count very much in the fair and just asoertainnent of the 
value of service. The value of service, or place utility, is 
at the most a theoretical abetract notion as to the potential 
difference in the value of a thing due to the change of the 
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localities thereof. Since the relative value of a commodity 
G0¢s not remain constant, there is no way of expreesing the 
place utility in terms of dollars and cents, which is applicable 
to the determination of some standard of more or less permanent 
nature. Moreover, the commodities of the same descriptions or 
of the same groups in classification which ere carried by raile 
roads, are produced at a number of different plsces for move- 
ment, sometimes parallel and often crosewise. It is absclutely 


impossible to ascertain the average costes and prices with the 


precision which the distance principle demands. 

Even if the average is taken of the costs snd prices 
ver ao certain period of time, it is not by ony means appli- 
Gable in the attempt to fix equitable rates on commodities to 
be oarried in the future. The coste and prices may rises and 
fall for above and below the average determined, and the value 
of service may vary considerably from that on which the rates 
have been fixed. Where the value of service soare above the 
average, the rates will be unduly iow and the traffic carried 
et these fates is movec at the expense of the other commidities, 
er to the exploitation of the railway interests. Conversely, 
where it falis below the average, the rates will prove unrea- 
sonably extortionate, to the detriment of the development of 
the industry and the consequent shrinkage of the railway 
revenuse. Of course, it may be avoided te some extent, so that 
justice may be mainteined es far as possible, if the rates are 
adjusted v4ry frequently from time to time, but the difficulty 
lies in this connection in the fact that the costs and prices 
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of a commodity do not always fluctuate simultaneously in the 
samé proportion; they do not rise and fall uniformly for all 
the groups of traffic; and jastly, it is far from being desir- 
_ able and beneficial, from the standpoint of justice and prac- 
tice, to make changes in the rate systens at frequent inter- 
Vals, not to say of the changes in some particular series of 
rates to the disturbance of their relationships with the other 
rates. In other words, if the adjustment of the rates, both 


_ particular anc genersl,to the always changing velue of service 


were possible, it would no doubt be undeeirable and impractical. 
Wheat the public really requires is not the constant fluctuction 
an the Yates ana other charges, simply for the sake of conform 
ing them to the abstract concept of the socisl justice, but a 
Stable rate system, no matter how it is constructed, which 
permits of the free flow of traffic anc ylelde « fsir profit 
to the carriers. The rates which are denanded by the distance 
principle do not always meet the real Fequirements of the eco- 


nomic commu 


nities at large. It does not necessarily mean that 
the economic requirements conflict with the social justice, 

but economic justice is fundamentally identical with social 
‘justices, and, wherever there appears a conflict between then, 
“some fallacy has hens tate the notion of the latter. Economic 
factors have, after ail, to have their own way, and only when 
they are interfered with in their free operation is social 
justice impaired, and the evile consequent upon such interfer- 


ence ought to be removed through public presenre. 
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a Another diffieoulty encountered is, ae discussed before, 


that the railway charges often prove a controlling factor in 


the determination of the costs and prices of commodities. Raw 


Materials are not always obtainable at the points of the produc- 


tion of finished articles, but, in the majority of cases, they 
are hauled from elsewhere, paying more or less charges for their 


movements. A number of different meterisls may be required for 


products of e« single description, each besring 5s reilwey rate. 


Coate of production are, therefore, effected to = great extent 


by railway charges themeelves. Agesin as regards market-prices, 


there ere readily available an endless number of actual instances 


where railway charges from the point of production to markets 


Sontrol prices to a great extent. Wherever thé production of 


‘particular commodities is monopolized artificislly or naturally, 


their market pfices usually very in some porportion to the railway 


-’ gharges to the markets on which they sre put. In the artificial 


or natural monopoly of production, the cost incurred in connec} 


tion with the movements of the raw materiale and products cone 


stitutes an important factor in the fixing of the prices there- 


o of. Not only in the case of monopolized production, but slso 


in procuction subject to competition, railway charges influence 


the market prices to a greater or lees extent. To determine 
the value of service for the purpose of fixing railwey charges 
is, therefore, quite preposterous. If the value of service is 
a factor in rate making, it is of some service only in respect 
of detemning very roughly the reletive ability of each commodity 


er group of commodities to bear railway charges. It is not at 
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@ll applicable in the actual making of particular rates. 
: In all the diecussion of this matter, it must be kept 
dn mind thet the value of servigée is the value to be determined 
with reference to the difference in the prices of commodities 
according as they are moved from one place to another. In the 
current use of the term, a different significance is often ate 
a tached, where it is employed in the making of rates in & broad 
gsenee, with the controlling influence of competition taken into 
account in the determination of the value of service. 
3. Competition 
As put by Lorenz, referred to above, who is undoubted- 
dy one of the outstanding epokesmen for distance rates, in con- 
“nection with his very elaborate and theoretical diecussion of the 
distance principle, the construction thereof rests upon the ace= 
sumption "that the competition .c.+sser.es has besn sliminated.* 
The most important of sll the tests of the validity of the prin- 
@iple is whether the rsilway business has been libersted from 
-gompetition, or st leaet whether there is a proepect discerni- 
ble of the rallway operetion free of competition. In other words, 
if 2 railwey will be placed in a situation where its charges 
Gan be fixed gatisfactorily both to itself and the public with 
reference to the factors whigh have been discussed above, is the 
eentral gusetion bearing upon the validity of the distance prin- 
Ciple. If the rates constructed according to the distance prin- 
@iple work in such a manner as to allow the traffic to flow as 


smoothiy and freely as under any other rate system, the distance 
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| “principle is certainly more equitable and justifiable then the 
other principles governing the determination of railway charges, 
mae not absolutely the best. 
No doubt, in the total absence of competition in the 
railway business, Fates and other charges could be made tolerably 


nearly on the basis of distances, to a ressonable degree of sztis- 


faction to the public and the éarriers. If completely kept sloof 
from the exigencies ef competition, the factore of the terminal, 
hauling and joint costs and the value of service might necessari- 
ly creates the rates which invariably increase in a straight or 


tepering manner as distance grows, and as much traffic as will 


Raturally come would come to the cerrier sitting comfortably 
with hie arms folded. Commodities and p=-ssengers would travel 
@S they will neturally travel, st retes anc fares "logically and 
theoretically" made. No one would have amy cecasion to complain, 
7 éveryone would be satisfied, end e utopian condition would be 
@reated in the realiway situation. §o much the better both for 
the carriers ani the public elike. 

The reslity, however, unfortunately presents a con= 
pletely different aspect. The situation is imaginable where 
entire transportation, rail, water, road and even air, is cper- 
ated by a single Garrier, and there is absolutely no competition 
for traffic otherwise existing emong carriers engaged in differ- 
ent services. In other words, transportation is conducted under 
complete monopoly as to carriers, within = country or at ieast 

‘within a territory. Even in euch a case as this, the transpor- 


tation business is still subject to carrier competition in ree 
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spect of the international or interterritorial traffic, eo long 
es it is not completely shut out from the outside, snd does not 
remain self-sufficient. To attract the rew materials to flow 
dn and facilitate the products thereof to move out, thereby to 
develop 4ts own industry and trade satisfactorily in competition 
with the outside, import and export rates, exceptional rates, 
abnormal rates, or under whatever names they are called, will 
have to be made in departure from its theoretically constructed 
- regular ecales. 

In point of fact, any such condition under which the 
‘transportation business of a country or a territory is con- 
casted under complete monopoly is never heard of in modern civil- 
ized communities. Even in the countries: where railways are ne- 
tionalized, it is ususliy only the principal railways thst are 
Operated by the states, the loosl and other lees important lines 
being left for private Operation, snd, therefore, they are sub= 
ject more or leése to rail, as well as water, compstition. Wore- 
over, in such countries as adhere striotly to private operation, 
the public reguistiong are so framed as to encourage the healthy 
ané legitimate competition between rail carriers and also be- 
tween rail and water carriers, although the recent trend is gen- 
erally that the time-honored laissezefaire policy is being dis- 
carded and instead public pressure brought to bear with a view 
to the regulation of transportation rivalry. 

There is stili another form of competition from which > 
any railway, no matter whether it enjoys, if not complete, at 


iesast partial, monopoly, can by no means be free. It is market 
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 Gompetition, which is entirely beyond the control of either the 
 parriers or thé states. Whether they desire or not, market com- 
petition operates according as economic forces work in produc- 
tion and distribution. Market tends to expand, and whenever it 
‘encounters an obstacle in its way it struggles for expansion 

a6 long as there is a possibility thereof. The value of ser- 
vice will be virtually lowered, and the rates forced to be de- 
pressed accordingly. Otherwise, the result will be eimply to 
bar the market from expansion and kill the Sie etbixity. dt the 
development of the reilway traffic. The public will suffer from 
the limitation of market and the eventual incresse in the rail- 
Way rates on the traffic. ! 

| Wherever it is possible for two or more pointe of pro- 
duction to participate in the business on a single market, the 
railway charges concerned will automatically be adjusted so as 
to equalize these points; they are not adjusted by the carriers 
but are forced by the influence of competition working on, the 
Pélative situation of these points, and they sre by no means 
responsible for the equalization. Unless the costs of produc- 
tion are identical anc the distances of haul are the same, the 
unfavorably situated point of production will necessarily have 
te retire from the market. This force of competition operates 
in the making of the rates, even if these points are served by 

a single railway system, and, in the cese of different carri¢re 
serving ers the competitive force operates all the more in- 


tensively on the equalization of the rates. These points are 
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not confined to points of production, but exactly the same sit- 
uation will take place in the competition smong different job- 
bing and other trading centres for business on the same market. 

Similar to, but a little different from, the above- 
mentioned situation is the situation prevailing among different 
rival centres of business, such as ports, etc., particularly 
where they are served by different carriers, although it may 
take place also in the case of a single carrier serving them 
_ generally in a less mild manner. The markets for which these 
centres intend may be entirely different, but the competition 
among them for business expansion, coupled by the competition 
among the carriers for traffic to move on their own lines will 
force their rates to fit in with the requirements created by 
the situation. The result on the rate system is inevitably 
equalization, irrespective of the distance to reach these 
points. 

Whatever forms competition may take, where there is 
competition, the rates and other railway charges have to be ad~- 
justed to meet it, because of the economic law that no two 
different prices can obtain in the long run at competitive 
points for similar commodities or services. Railway charges 
have to be made without reference to distance simply because 
the economic law is to be conformed to. If charges at compe- 
titive points are on a lower level than those at intermediate 
points, the economic forces alone that compel the depression 
are held to be responsible for what is condemned in the light 
of the distance principle. 
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There is another type of competition which may be 
called industrial, that effects railway charges. To aid an 
industry or a locality in the infancy of development so that 
it may successfully force its way inte market which has been 
already served by well-established industries or it may be 
more thickly populated sections, the railway rates or fares 
are justifiably made, from the standpoint of the public and 
the carriers’ future interest, to serve the purpose, and such 
charges must of necessity be determined without regard to dis- 
tance to place it on equal terms with its competitors. If dis- 
tance rates are strictly adhered to, it will not be developed 
at ali, or at least will only develop much more slowly than 
otherwise, and no one will benefit thereby. They will tend to 
@ncourage the concentration of industry and population, in- 
stead of the diffusion thereof. 

It is hardly necessary to discuss the advisability 
of depressing rates and fares for some special purposes, such 
as social, industriel, educational, etc., or for some transpor- 
tation purposes, further than what has Areuie: heen elsewhere 
“disoussed. Depression for the former purposes prevails ex- 
Sensively shere railways are not operated chiefly from « commer- 
cial standpoint, but charges are made in consideration of na- 
tional policies as well as economic requirements. Cases of 
permanent nature are very rere in countries where the private 
Operation of railways is adopted. Departures from the distance 


principle for the latter purposes are in most cases of temporary 
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and emergency nature, to relieve some particular lines or points 
of congrestion or facilitate the movement of traffic to meet 


some other particular situations. 


E. Limitations in Application 
fhe above discussions logically lead to the question 

as to the point up to which the distance principle, if it should 
be introduced at all, can be allowed to operate without inflict- 
ing much damage upon the economic and social conditions. It has 
: been made Clear that a line can never be definitely drawn between 
the joint and additional costs; that, if it were possible, there 
is no accurately apportioning them upon different units of traf- 
fic; and that the value of service does not permit of a satis- 
factory ascertainment for the purpose of the equitable sssesse~- 
ment of the joint cost. Further, even if they were possible te 
a more or lee extent so that fates might be determined on those 
bases with a tolerable degree of justice, they would by no means 
be applicable to the traffic that will be carried in the future, 
because of the fact that these costs are also composed of the 
constant and variable elements and that the value of service 

is subject to violent fluctustion. In addition, the value of 
service is greatly affected by the force of competition. Apart 
‘from the influence exerted by competition, the distance rates 
may fairly well be applied to the satisfaction of probably the 
majority of people, in spite of many inconsistencies and ir- 
regularities in the rate systems based thereon. The various 
difficulties met in the ascertainment and apportionment of the 
cost and the value of service may be, though arbitrarily, dis- 
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posed of in some manner or other, and the inconveniences to be 
felt here and there may be more than offset by ne inthe which 
are beneficial on the whole. The variability of the railway 
cost and value of service according to different conditions and 
circumstancs, under which traffic is carried, as regards the 
time of conveyance, the lines and even directions ef haul, and 
the volume of traffic, may be considered as of minor importance, 
prided that equitable rates and fares can be made chiefly with 
reference to the cost basis. 

The only test of the applicability of the distance 
principle is, therefore, in the examination of particular cases 
to see whether cost and value can be regarded as the prime fac- 
tors therein. In a broad sense and in the general acceptance, 
the abstract idea is that the cost of service to 4 carrier and 
the value of service to the shipper or passenger increase as 
the distance of haul grows, the utilizers of the service ought 
to pay the charges determined on this basis. So far so good, 
and there is no doubt asa to the justice of it. As a matter of 
fact, however, there is absolutely no railway anywhere which 
is not under the influence of some form of compstition. As 
stated before, even if a rail. carrier is free from railroad 
competition, it is still in a position to compete with water 
and other carriers, not to mention the fact thet it is invar- 
iably subj ect to market competition. Moreover, reasonable com- 
petition must be, and has actually been, encouraged and con- 
served with a view to maintaining the equilibrium in the 6co- 


‘nomic and social conditions. As long as the railway business 
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is under the influence of competition, the cherges must of ne- 
deveity be determined under the forces thereof, irrespective 
of the absolute cost and value of service, which are supposed 
iogically to support the validity of the distance principle. 

If the distance principle is to be applied, competitive influ- 
ences must be completely ignored. The economic law must be 
disregarded, and the rates and other charges are to be built 
upon the assumptions which are altogether unsupportable from 
the actusl economic and social standpoints. It is only too na-= 
tural that such charges are not conformable to the real require- 
ments of justice. 

Even if the cost and value of service justified dis- 
tance rates, they could oy no means be justifiably supported 
whenever the factor of competition is taken into account. Since 
there is no carrier whose business is free from the control of 
competition, the distance principle does not hold valid in the 
majority of cases. However, it is a plain fact that a nearer 
point may apparently with some degrees of justice Claim a lesser 
charge than a more distant point, upon the aforesaid very gen- 
eral theory that the cost to the carrier and the value to the 
_Shipper and passenger diminish as distance decreases. They 
do not necessarily vary with distance, as discuesed before, 
but it may be contended that a nearer point has a natural ad- 

vantage in respect of distance, which ought to be given ample 


consideretion, if sever a more distant point is sllowed to en- 
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joy a natural advantage of competition, which claims the de- 
pression of charges to meet the situation. This contention ap- 
pears on the surface of it to be well grounded, but in reality 
“it is only sentimental becouse it disregards the natural eco- 
nomic force which competition oreates. There cannot long ex- 
ist two different charges at competitive points; they tend 

for equalization. If a higher rate is to be maintained in the 
face of the competitive condition, the rate will remain only 
in name, there being no traffic moved on that rate. The car- 
rier will have to refrain from parti@ipation in the movement 
ef traffic, and the market will be shut off from the source of 
supply. Apart from the harmful effect upon industrial develop- 
ment and social welfare, the railway will be compelled to dis- 
tribute upon the remaining limited traffic all the necessary 
cost required for its continued service, and, consequently, 
non-competitive rates will uttimately be raised. There will 
be absolutely no one to benefit from the maintenance of a rate 
at a competitive point higher than the economic condition re- 
quires. on the other hand, if rates at intermediate points 
are to be graded from the rates made on a competitive basis, 
according to distance, the railway may not obtain its neces- 
sary amount of revenue, because of the fact that rates at 
competitive points are depressed down to « point where the ade 
ditional costs are covered and very little is left for contri- 
bution towards the joint cost. If competition requires a rate 


oe Seas 
i Ae oes 


65 


Which does not et lesst cover the additional costs, the railway 
cannot of course enter into it. The contribution which a rate 
depressed by reason of competition makes towards the joint cost 
is necessarily smaller than that made by a non-competitive rate, 
but wherever an sdditional traffic yields a contribution, how- 
ever small it may be, towards the joint cost, to carry it is 
profitable for the carrier and beneficial to the shippers and 
passengers. Absolutely no harm will come of the making of de- 
pressed rates and fares to secure competitive traffic, so long 
as these charges leave something over and above the additional 
costs incurred in connection with the movement thereof. 
Adherence to the distance principle in spite of com- 
petition will leave two alternatives to choose: the elimina~ 


tion of competition; and the advance of intermediate charges, 


we? 


or the bankruptcy of the carriers. Therefore, as long as com- 
petition prevails, - competition will and must continue to ex- 
ist at least to a reasonable extent - the distance rates work 
in actual contravention to the social interests which the dis~ 
tance principle is designed primarily to protsct. 

‘However, complaints based on the aboveementioned con= 
tention will never cease to crop up from intermediate locali- 
ties so long as charges at competitive points are made 60 as 
to meet the competitive condition. Railway history furnishes 
us with an endless @ries of complaints of discrimination in 
charges and services. They were and will be the most trouble- 
some of ali the problems in connection with reilwey regulation. 


In the United States the original enactment, subsequent emend- 
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interpretation of the 4th section of the 


ments, enforcement anc 

Interstate Commerce Act have hitherto been the most outstanding 
“features of the history of railroad reguletion. 

Distance rates are the only means available to ap= 
pease the complaints of discriminations, and they have been 
adopted to a growing extent, but, in point of fact, they were 
not developed from any principle. They were introduced as a 
compromise to alleviate the conflict between the two apparently 
Opposing notions of the social and economic justice. Since 
the distance principle does not stand upon a scientific basis 
and is not advisable, in the majority of cases, in the social 
and economic interests, it is far from being a principle, but 
it is a "policy of desperation" as Vanderblue and Burgess put 
it in their "Railroads: Rates, Service, and Management." The 
United States is probably the only country where railroads 
are operated by private corporations, that "unfortunately, *® 
ie Acworth puts it in the Railway Economics, has had the long 
and short haul principle applied with much vigor and rigidity. 

Insomuch as it is not « principle, but a policy, there 
remains not much to say about it. If the ourrent notion of 
justice predominantly fevore it, it may be adopted as an exped- 
iency. The reasonablenese of 2 charge, even if it is mace ac- 
cording as economic forces require, cannot be satisfactorily 
demonstrated with scientific exactitude, and, therefore, the 


most readily available means to remove complaints as to un= 
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‘Teasonable discriminations must be found in the adoption of 

the distance principle in the adjustment of the charges which 
- is based on apparently justifiable grounds. Only by means 

thereof the constantly arising trouble can effectively be 
avoided. Intermediate localities will be satisfied, theagh 
temporarily, and the complaints from competitive points as 
to the deprivation of their natural advantages as 8 result of 
the advance of their charges in relation to intermediate 

points can be forcibly suppressed. For no other reason than 
this, distance fates prevail invariably on the reilways un- 
der state operation. 

| Where the distance system isa to be adopted in pure 
suance of the policy, it must be constructed in such a manner 
as to avoid, as much as practicable, the disturbance in the 
trade condition which has long rested on the requirements of 
economic forces, and to depart as little as possibie from ac- 
tual social and economic justice. A nation's policy does not 
always conform to the fundamental requirements of social and 

_ @Gonomic justice. The problem that remains for consideration 
is, therefore, how distance scales are to be framed and how 
far they are to be applied. In the consideration of this prob- 
lem, however, there cannot be any definite standard, each 
Case must be dealt with on its own merit, so ac to disturb 
the long-established economic condition to the least possible 
extent. If, on the other hand, the policy is one requiring 
the abbolute application of the distance principle, as in the 
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case of the Japanese Government Railways, although with some 
exceptions as regards relatively smell groups of traffic which 
are important from the socisl, industriel or competitive 
standpoint, there may be nothing serious to be considered in 
this connection. In such countries as the United States, where 
competition has long been looked upon es an automatic regulator 
ef trade and industrisl activities and has been encouraged ra- 
ther than restricted te a reasonable extent, the trade and in- 
dustriasl conditions have been settled exactly on the economic 
basis, 


and the introduction of distance rates will inevitebly 


cause some Cisturbance in them. 

Just how distance scales are to be constructed and how 
far they aré to be applied could never be absolutely determined. 
However, the required level of the railway revenue cught to con- 
stitute the basic consideration, for whatever the rate system 
may be, = railway must have a certain amount of revenue. There- 
fore, any distance rates to be put into force must necessarily 
yield as a Whole the required revenue to the carrier concerned. 
Each railway even in a limited erea is in a different situation 
financially and physically, which naturally causes a difference 
in the required amount of revenue. The more diversified are 3 
the distance rate sesles applicable to different groups of traf- 
fic on different railways, even on the different lines of a 
single railway, in a given territory, the lees will the economic 
conditions be disturbed and the actual social and economic 
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justice be impaired, but there must necessserily be come limit 
to diversification, for simplicity in tariffs should also be 
considered. It would be not only impracticable but Giouskbre 
to establish a different scale for each description of traffic 
on each railway or line. Commodities must be classified into 
a limited number of groups, probably less than a dozen for 
conveniencet sake, and passengers into two, three or five at 
the most, for thie purpose. It is undoubtedly desirable, from 
the standpoint of convenience and practice, to establish some 
percentage relationships uppn the vagic scale either for the 
highest or the lowest class of traffic for the purpose of con- 
structing several scales for the lower or the upper classes of 
traffic, according to the definite ratios, instead of making 
an altogether absolute and independent scale for euch of these 
different classes. The entire railway lines at least within «a 
limited area must be treated as = single unit in respect of the 
application of the scale ratios. The difficulties srising out 
of the differences in the traffic costs and other conditions of 
these railways must be disposed of by means of providing eome 
arbitraries or constructive, traffic or bonus mileage for the 
weak lines thereof. As regards the unit of distance for the 
progression of charges, a mile or kilometer ought to be the 
unit, the charges varying at each addition or subtraction oc. . 
mile or kilometer, but if it is impracticable to make a rate 
for esch of these units throughout the entire length over which 
the scale applies, the mileage, or whatever it may be, may 


conveniently be made into e number of blocks, within each of 
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which either the per-mile rate remains the same or the per-ton 
rate remains the same irrespective of the difference in mileage. 
- The question as to how large the blocks shall be is entirely a 
matter of personel opinion and actual experiences. There sre 
cases where each mile is made a unit up to a certein point, on 
which e tapering rate is established, and then the blocking 
commences to cover the remaining distance, and elso cases where 
the entire length is composed of blocks. Again, each block 
may remain uniform in length throughout, or it may grow larger 
as distance increases. 

Upon the aboveementioned basis, distance rate scales 
will be constructed in some form or other, and the next con- 
-sideration concerns the extent to which they are applicable 
ae to the different descriptions of traffic with the least dis- 
turbing effect upon the industrial and commercial conditions. 
Certainly these commodities, which are very important indus- 
trielliy or otherwise, and must be moved freely over long dis- 
tances, and aleo such traffic as is subject to keen competition, 
must be exempted from the application of the distance rates. 
if, for whatever reasons, traffic is to be moved in large 
volume over an extensive area because of the necessity on the 
part of carriers, industrial interests or the public, rates 
must be made according to what it consents to pay, irrespective 
of the distance scales. Important, low-grade, long-distance 
and highly competitive traffic must necessarily be given ex-— 
ceptional rates. If, however, it is desired to keep to the 


distance scales still in such a case as the above, sven at 
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least in form only, the points concerned must be equalized 
in the matter of mileage. 
| In the least analysis, therefore, distance rates, if 
applied at all, must be applied only te relatively short-distance 
local, unimportant, non-competitive traffic. The wholesale ap- 
plication thereof would result in the complete destruction of 
the prevailing economic conditions to the irrevocable injury 
of the public interest. After all, choice is open only to 
either of the two alternatives: the entire denial of the eco- 
nomics force, simply fer the sake of avoiding the troublesome 
complaints of discriminations, which tend to be involved in 
politics; or the tacit obedience to the economic law, notwith- 
standing all these undesirable aspects of the situation. 

The dictance principle tends to prevail to some ex= 
tent wherever the relative conditions among different railways 
are fairly well balanced, through the process of the consolida- 
tion of different carriers in different financial and traffic 
situetions inte a fewer or a single large system, and also 


wherever competition disappears, through the above-mentioned 


process, and the full development of industry and population up 
to a saturation point, so that it is no more necessary and pos- 
sible to atruggle for expansion. 

3 The above statement, however, does not necessarily 
mean thet the leissez-fsire policy is always the best of ali in 
respect to the regulation of railway rates. As discussed be- 


fore, personal considerations may often influence the making of 


some particular charges, the result whereof will be the 
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introduction of unnecessary and unjustifiable complexity and 
distortion into rete structures. These irregularities will: not 
eontinue long, but will be forced out in the course of the © 
Operation of economic forces even if they are left alone. 
However, the sooner they are removed, the better; hence some 
justification of the distance principle. Further, sach carrier 
is naturally enough desirous of securing as much additional 
traffic as possible at: any rate so long as it yields something 
above what is considered the out-of-pocket expenses. This in- 
tense desire inflamed by market competition may drive the car- 
rier consciously or unconsciously to overstep the limit set by 
the general notion of reasonableness, the result being the un- 
“necessary depression of competitive charges and the consequent 
imposition of heavier burdens upon the defenseless intermediate 
traffic, and also the waste of transportation due to the un- 
justifiably long-distance haul and the cross-current carriage 
oF traffic. These evils will also automatically disappear in 
the long run, but the public policy of distance rates no doubt 
goes far towards the prevention in aivance or the quicker elimi- 
_fiation thereof, to the benefit of both the public and the 
carriers, 

Lastly, the policy of edopting the distance princi- 
pie is to some extent justified in the determination of rail- 
Way charges in the case of liberating water and other carriers 
from reilway pressure, so that they may be protected from being 
nipped in the bud in spite of their potentiality. If it is 
deemed that the railway facilities alone are not sufficient to 


73 


supply sdequate service in times of emergency, other means of 
transportation must be developed at any coset. If the railway 
Gharges are left alone, they may be driven out in epite of the 
public necessity or they may not grow in spite of the ezple 
possibility of development under equal oprortunities. 

| After all, distance rates are not based on any sci- 
entific principle, but are the result of the public policy 
which is or is not desirable in the light of fundamental 
social and economic justice. In what form it is to be con- 
structed and how far it is to be applied entirely depend upon 
the extent and scope of the policy iteelf. It will disturb 
in the majority of instances the stabilized industrial condi- 
tions to a more or less extent, unnecessarily from the economic 
point of view, but, on the other hand, it must be admitted 
that there may undoubtedly be occasions where it is not too 
hastily to be branded as a product born of a "policy of des- 


peration" whieh is framed under political pressure. 
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ITI. DETERMINATION OF DISTANCE RATE SCALE IN PRACTICE 


How the distance principle is to be applied to the 
proces of fate-making has already been discussed, from the 
points of view of both validity and justifiability or desirebil- 
ity. The next thing to do is to inquire into how it is applied 
te actual cases, with « view to examining the reasonable extent 
to which it is applicable in reality. 


A. Southern Clase Rate Investigation 
In this connection, the recent investigation made by 


the Interstate Commerce Commission into the Southern class rate 


system furnishes an abundant material of interest and importance. 
A digcussion Will, therefore, be made of the present subject by 
reference to the result of the above investigation. It was in- 
stituted in February, 1922, upon the Commiseion*s own motion, 
for the purpose of determining whether the prevailing rates were 
"unreasonable, or unduly prejudicial to, or unduly preferential 
of particular localities, persons, or descriptions of traffic," 
as alleged by the proponents of the distance principle. It as 
not the primary purpose of the inquiry either to add to or sub- 


tract from the aggregate revenues of the carriers concerned, but 


- father to adopt, if possible, a class rate structure which would 
be as simple as it could be made, the then level of revenues to 
be conserved and at the same time due regard to be had for the 


public interest. The investigation covered the various aspects 
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of the southern situation and a final report was made in July, 
ig25, in which a distance scale was proposed to be adopted thru- 
out the Southern Territory east of the Viscissippi River and 
south of the Ohio river and the line of the Norfolk and Western 
from Bristol, Tenn., to Norfolk, Va., and also for the traffic 
between the above mentioned territory and the Official Terri- 
tory east of the Mississipci River and north of the Southern 
Territory. Intrastate rates were, of course, out of the scope 

_ of the investigation, but it is exp 

fied into effect, the intrastate rate system will be readjusted 


ected that, when it is care 


automaticaliy to conform to the new interstate structures. Con- 
flict between them is not of course to be allowed to exist. 
The date of the enforcenent of the proposed soheme was not 
fixed, but it was desired that the new rates should become ef- 
fective not later than January 1, 1926, provided thst all the 
_ unforeseen matters of detail that would possibly be encountered 
and Tequire consideration in the preparation of the rates for 
actual publication in tariff form had been disposed of satie- 
factorily by the aforesaid date. It was later decided that the 
scale would be carried into operation on and after July ist,1926. 


B. History of Southern Rate Structure 

However irregular end inconsistent the rate system in 
the South may appear, it is the product of inter-opersticn of the 
economic forces in the territory, subject to keen and severe 
transportation and market competition, and with peculiar traf- 
fic conditions. 
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First of all, the Southern Territory is surrounded by 
navigable water on the Atlantic Ocean in the east, the Gulf of 
Mexico in the south, the Miesissippi River in the west, and the 
Ohio River in the north. Moreover, a number of navigsble water- 
ways penetrate the interior sections of the territory. Second- 
ly, before and long after the construction of the railways, the 
South was almost wholly an agricultural country with cotton and 
‘tobacco as the principal staples of production. These commodi- 
ties together with naval stores and lumber constituted the ma- 
- gority of the outbound traffic and manufactured products and 
grain.comprised the inbound business. 

The traffic was chiefly moved by means of the ample 
naturel water facilities among different important trading cen- 
tres mostly situated on the water lines. As regards the rela- 
— between the railways constructed and the waterways, some 
of the lines of the former formed links between the water lines 
er acted as feeders, but, in most caces, they were competitors 
and acute struggle for traffic began close upon the spread of 
the railway net. The natural result of the situation was the 
Gevelopment of the basing point system of rates, in which points 
Girectly accessible through navigebdle waters were given very 
dow rates, while a much higher level of rates prevailed at in- 
terior points lese favorably situated. On the local traffic 
which was free from competitive influence, rates rapidly in- 
creasing ae distance grew were established upon so high a level 


that the scale of rates Was compelled to be cut down, as 4 


ce we 
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_ competitive point was approached, by the combination of the de- 
. pressed rate to such point and the local rate back. Thus it 
“eame about that in the Southern Territory the localities sure 
founding or "tributary" to the favorably located larger trading 
eentres were given rates which were based on these for ths cen- 
tres, known as basing points. The situation is very clearly 
described, as follows: | 
"In this competition of boat and railroad the rates 

of transportation, which were directly controlled by it, soon 
reached oipeint ac which the railroads could not possibly have 
reduced ali their tariffs and still maintain a profitable exis- 
tence. They did not attempt such a reduction, but, on the con- 
. trary, ‘while r@ucing their rates at the points of water compe- 
tition to any figures that should be necessary to enable them to 
‘obtain the freights, they kept then up et all other points to 
such figures as they deemed the service to be worth, or as they 
eould obtain. It often happened, therefore, that the rates for 
“transporting property over the whole length of a road to a ter- 
‘aime on a water highway would not exceed those for the transpor- 
tation for half the cistance only, to a way station not similar- 
ly favored with competition." (1 1.¢.0.354) 
Later, the basing points became extended into the in- 
terior. Ae the railway net was fast being spresd, the comnpeti- 
tion with the waterways was supplemented by rivalry among the 
‘rail carriers themselves, which was often much more intense than 
the former, and depressed rates were accorded also to important 


YTailway junctions, such as Atlanta, which were not situated on 
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navigable waterways. The basing point changed in nature, and it 


= wae defined as a point "where there was considerable freight". 


(3 I1.C.C,18) As long as competition between carriers and also 
markets continued in operation and the balance between central and 
local development remsined uneven, the rate esrdcture remaines 
developing on the basing point system. Naturally, it was attended 
with a growing number of compleinte from the unfavorably lo- 
cated places, and the greater part of the cases brought before 
the Interstate Commerce vonmission and the Supreme Court of 

the United States for adjustment and decision seems to have 
Originated from this situation in the South, with respect to the 
provision of Section 4 of the Interstate Commerce Act, which 

: prohibited, with certain qualifications, a higher charge for a 
shorter than for a longer distance over the same route, in the 
Same direction. 168 U.S. 144; 175 U.S. 668; 181 U.S. 1; 181 U.S. 
89; 190 U.S. 373. In fact, the basing point system in the South 
and eleewhere constituted one of the important contributing causes 
ef the Act ef 1587, as indicated by the following quotation from 
the case decided in 1889, in re Tariffs and Classifications of 

A. &W. Pe. Re Re Cow, 5 I.C.C. 19. It throwe some light on the 


attitude assumed by the Commission in connection with the enforce- 
ment of the long and short haul provision of the Act. 

"The belief has forced itself upon thie Commiesion with 
inoreasing strength", from a serice of investigations carried out 
by it as a result of the enactment of the long and short princi- 


pie in the above mentioned statute, "thet thie systen of com=- 
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bined joint and local rates te pointe in the Southern States 
intermediate to the so-called basing points is in a very great 
degree responsible for the lack of local development in that re- 
gion, except at favored localities." ~- here the cause and ef- 
fect seem to have been reversed = "That there are difficulties 
in the situation is readily conceded; that there are present 

and temporary acvantages to the carrier in the establishment of 
thriving cities and jobbing centres distant from each other one 
hundred miles or more, with etretches of intermediate territory 
where all a1 ete sek ten and collection of articles of consumption 
and products of the soil are made at local tariff rates, may al- 
so be conceded;" = here the opinion seems to have assumed that 
rates could be determined entirely at the carriers' free will, 
and that they could be made by the carriers, without regard to 
their present financial needs, simply in the distant hope that 
traffic in general would develop on such rates in the long run.- 
"Nevertheless, it is the belief of the Commission that it was 

: the situation in other parts of the country, mostly agricultur- 
al, without important manufactures, mills or other business en- 
terprises, and paying rates for transportation largely in excess 
of the quetomary tariffs to competitive centres, that attracted 
the attention of Congress and led to the incorporation of the 
short-haul clause . . . as a leading feature of the Act to Regu- 
late Commerce." All this virtually shows thet distance retes 
are not based on a principle, but it is simply a matter of 
policy.® + « « the expression of the short-haul principle has 
been clearly made in the Act... 3; and it would be the duty 
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of any tribunal competent to aid in the enforcement of s statute 
of this nature, to insist upon its execution, subject only to 

such suet éxceptions as the langusge of the Act may reasonably 
sustain.” 

- Under the long and short haul clause, the Interstate 

Commerce Commission started to eliminste the besing point rates, 
but it wae made clear soon afterward that it could not deal ef- 
fectively with the rate system, as long as the words "under sub- 
stantially similar circumstances and conditions* remained in the 
Ath Section of the Act. It was held by the Court that controlling 
eompetition always made circumstances and conditions, under which 
traffic was carried, substantially dissimilar so that departure 
from the provision of the eection was justifiable. Moreover, 

& Carrier, it was held, could in the first instance determine the 
existence and extent of competition and make rates accordingly. 
Mak ing 


Was a matter of the carriers’ right and not the Commission's fa- 


rates for the purpose of meeting competition of any kind 


vor. To make the situation still more unfavorable, there was 
rendered a decision that, under the original Act, the Commission 
had no power to establish s Yate for the future, the power there- 
of being Limited to the passing of judgnent upon the justifiabil- 
ity of those rates that had been actually made by the railways. 
This case also originated in a southern case. 167 U.S. 479; 
6 i. G. C. 195. 

The general outline of the interterritorisl situation 
that developed under these conditions will be given briefly 
as follows: Railway lines were first built from pointe on the 
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Gulf to interior parts, and they were connected on the seaboard 
with steamship lines operating fron eastern ports. These water- 
rail routes maintained through rates, and for many years they 
were the principal means of transportation between the Fast and 
the South, and they have continued to be of considerable impor- 
tance till the present time. The allerail routes were later 
constructed, and their rates were naturally built upon the water- 
Fail structure. Competition forced the depression of allersil 
fates at an early date between much of Southern Territory and 
mst pointe in the Official Territory east of the Buffalo=Pittsburg 
zone. In this manner was oreated the rate syster for the inter- 
territorial traffic between the East and the South. 
| As regards the rates between the Central Territory and 
the South, they have been constructed primariby upon the combina- 
tion of the local rates on the Ohio River crossings or Virginia 
Gities. As the Central Territory grew in induetrial importance, 
“however, competition with the eastern centres became keener, 
Which affected the rates concerned to a central extent. Gener- 
ally, the water-rail rate between Baltimore, Md. and Atlanta, Ga. 
has been made a key-rate for the rate between Louisville, Ky. and 
Atlanta, the surrounding rate structure having been based on the 
‘gaid etandard. 

As regards rates between the Ohio River and the Missis- 
Sippi River Crossings, the development of the carrier and market 
competition resulted in a rate war in the 80's, which has led to 
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a fixed relationship in the rates between the Ohio River cross- 
inge and between these and Memphis, Tenn. 


€. Recent Changes in Industrial and Transportation Conditions 
in the South 

Remarkable changes have during the last two decades 
taken place in both industrial and transportation conditions in 
the South, which have affected and will continue to affect the 
rate structure in the Territory to conform te the changed circum- 
stances and conditions. The more the balance in conditions ap~- 
proaches equilibrium the more closely the rate situation adjusts 
itself in conformity with the long and short principle, even with- 
out pressure from outside. In addition, public pressure has re- 
cently been brought to bear upon the rate situation in a growing 
degree. 

First, the South has rapidly been emerging from the 
primitive agricultural stage to the industrial phase, in which 
mining and manufacturing play a large part. With a great steel 
and iron industry in Alabama; a large milling industry in the 
Carolinas and Georgia; tobacco manufacturing in North Carolina 
and Virginia; thriving furniture industry over the whole ares; 
and with ample mineral and natural resources, the character and 
currents of railway traffic in the South are now quite different 
from what they used to be up to twenty years ago. 

Secondly, competitive conditions, which affect a rate 
structure to the greatest extent of all factors, have also 
changed considerably. Numberous small and independent railways 
have already been grouped into virtually four great systems 
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through consolidation and the community of interest, namely: 

i. The Southern System, covering the entire South end reaching 
nearly all the great strategic points on the border and in the 
Snterior; &. the Louisvilis & Nashville, Atlantic Coast Line 
System, equally extensive, reaching most of the strategic points 
served by the Southern System; 3. the Illinois Central System, | 
which is the great Mississippi Valley line, reaching also Louis- 
ville, Ky., Evansville, Md., and Birminghem, Ala., and, through 
the Central of Georgia, most of the important cities in the 


Southeast, extending also to Chicago, Ill., Omaha, Nebr., and 
Sioux Falls, S. Dak., z 
to New York end Boston in the East; and, 4. the Sesboard Air 


id, through the Ocean Steamship Company, 


Line System, serving the eastern portion of the Southern Terri- 
tory. in addition to these four major systems, there still re- 
main in existence a number of short lines and certain railways 
of greater importance. } 

: As a result of the reductéon of the rival railways to 
a limited number, interline competition hae been greatly allev- 
jated, but it still operates actively among the four great sye- 
tems, exerting not a little influence upon the rate structure, 
though in a much lesser degree than when the interests of the 
numerous independent railways were concentrated in certain com- 
munities. 

Thirdly, as regards the water-reil business, it has 
also undergone & remarkable change through the process of con- 
solidetion. The former east-and-west lines, which were engaged 
in acute competition not only among themselves but also with the 


north-and-south lines, have practically been grouped in 4 emal- 
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ler number of large systems. The result has been the disappear- 
ance of competitive exigencies in reepect of water-rail traffic. 

Fourthly, water competition on the navigable rivers 
has been reduced to a negligible factor in the rate situation of 
the South, mostly through the growing influence of the consoli- 
dated rail carriers. The water lines, although subject to con- 
stant pressure from their parallel railway lines with drastic 
rate cutting, were often assisted in their operation by the short 
Pailways which were not their rivals but soted instead as feed- 
efs. These feeding lines have been absorbed into the larger 
railway systems, and the steamboats have since been deprived 
even of this support. The inland water facilities have gradual- 
ly disappeared from the scene, With a few boats remaining under 
Operation by the Federal Government on the Mississippi and on 
the Alabama and Warrior Rivers and some similer service under 
private operation on the Ohio. With these few exceptions of no 
importance, water competition is now confined to the Atlantic 
Ocean and the Gulf, so far as the rate situation of the South 
is concerned. 

Fiftaly, the trend towards conformity to the long and 
short haul, or the distance principle has been greatly acceler- 
ated by the changes which took place in the statute and in the 
consequent activities of the Interstate Commerce Commission. 
In 1910, the words in Section 4 of the Interstate Commerce Act, 
"under substantially similar circunstances and conditions", 
which had almost completely fettered the Commission in the en- 
forcement of the provision of the long end short haul clause, 
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were eliminated. Later in 1920, the clause was further smended 
60 that the Commission was supported by statute in respect of 
the position which it had for some years taken in the enforcenent 
of the principle embodied in the clause. As a result, any con- 
petitive charge should in no case be depressed so low as will 
not be reasonably compensatory for the service performed; any 
charge at such an intermediate point on a circuitous line or 
route, as is not longer than its rival direct line or route bee 
tween the competitive points, should not be higher than the de~ 
pressed charge at the competitive points; and, lastly, the mere 
potentiality, or possibility of recurrence, of water competi- 
tion should not bie nade & ground ‘fer departure from the long 
and short haul principle. MWoreover, the superiority of the 
Commission's regulatory power was established to the State au- 
thority in the same year through specifically empowering the 
Commission to remove discriminations caused by intrastate 

rates against interstate COMMET OB. 

Upon the restoration of the original power by the In- 
terstate Commerce Commission in respect of the enforcement of 
the long and short haul clause, through the amendment of Sec- 
tion 4 in 1910, the carriers were obliged to apply to the Com- 
mission for any particular relief from the provision of the 
clause on the traffic from eastern cities, Ohio River crossings, 
and New Orleans to South Atlantic and Gulf ports, pointe on 
havigable streams, and certain other interior basing points in 
the Southeast and Miesissippi Valley, and also for traffic 
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from St. Louis and Chicago to Gulf ports. The result in 1914 
of the Commission’s investigations of these applications was 
generally that departure was allowed at all the south Atlantic 
and Gulf ports and at all the Mississippi River crossings, and 
also at the points on other navigable rivers where the railways 
had to meet actual or potential competition, but it was denied 
at the basing points where no such competition was found to exe 
ist, except for allerail and watererail traffic from eastern 
cities to Birminghem, Ala., Meridian and Jackson, Miss., through 
Norfolk and the south Atlantic ports, which were exposed to 
rail competition from the West and to water=rail competition 
via the Gulf ports. (30 1.C.C. 153; 32 I.C.C. G1). 

| Under the above-mentioned order, all the South-bound 
Clase rates and also part of the southbound commodity rates 
were revised in January 1916, but the north=bound rates and the 
corresponding interior rates had not been revised before the 
fallways were taken over by the Government in January 1918. Dur- 
ding the Federal control, however, the Commission carried out 
several readjustments in the rates, which had 2 very far-reach- 
ing effect upon the whole situation, the provision of Section 
4 of the Act being more rigorously enforced than ever before. 
The rates, both Class and commodity, to certain pointes surroun- 
ding Nashville, Tenn., from all the southern border points, 
from the interior southeastern points, from all the points in 
the Official Territory, and from the Western Trunk-Line and 
Southwestern Territories, were adjusted according to the long 


and short haul principle, on the ground that there was no water 
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or fail competition at Nashville which would justify higher rates 
at the intermediate points than at Nashville. (55 I.0.¢.648). 
The fourth section violation was alse denied for the rates be~ 
tween St. Louls, Mo. and Memphis, Tenn. on the one hand and New 
Orleans on the other, because of the absence of controlling com- 
petition warranting higher rates at the intermediate points. 

(55 I.C.C.515) The rates from Chicago and the points related 
thereto, and from the Ohio River and the upper Mississippi Ri- 
ver crossings down to the lower Mississippi River points, Wo- 
bile, Ala., Meridian and Jackson, Mies. were likewise revised 
te conform to the principle, for the reason that no real com- 
petitive conditions existed at Vicksburg, Natchez, Mise., New 

3 Orleans, La., and Mobile, Ala. to sufficiently justify lower 
fates to these points than at Meridian and Jackson, Miss. 

(57 1.C.¢.107) } 

As said before, the attitude of the Interstate Commerce 
Commission in the above mentioned adjustments exerted a very far- 
reaching effect upon the whole rate structure in the South, in 
that the railways must adjust their rates related to those ad- 
justed rates if certain traditional reletionships were to be 
conserved with other points of origin and destination, to avoid 
serious disturbances in the trade and traffic conditions, and 
also in that the railways were forced to the belief that the 
existing and potential water competition on the Missiseippi Ri- 
ver would no longer be accepted as @ sufficient ground for 
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the fourth-section departure when complaints were raised. The 
Carriers decided, or rather were compelled to decide, that the 
"time had come to eliminate such fourth=section denertaces gen=- 
erally in the Seuth and to put to the test a system of rates 
wholly disregarding water competition, or what they termed | 
‘dryeland basis'™, | 

_ However, as a temporary measure to meet the exigen- 
eles, which had been created consequent upon the adjustments 
based on the fourthesection orders, and which did not permit 
of postponement in the disposal thereof, a series of revisions 
was effected in the rate system. Accordingly, in 1921, the 
interetate clase rates within the Mississippi Valley Territory 
and between that territory (including the Gulf ports) and the 
Ohio River crossings, St. Louis, Chicago, Indianapolis, and the 
' points related thereto, were revised in the so-called Pitt re- 
adjustments. It was later modified in 1922. The rates between 


Nashville and the Ohio River crossings, MYemph 


is, and St. Louis; 
and also those from the eastern and Virginia cities to Nashville, 
were readjusted in 1921. (61. 1.C.C.308).) The rates from the 
eastern and Virginia cities to the Mississippi Valley Terri- 
tory and certain southeastern pointe adjacent thereto; those 
from the Carolina Territory to the Mississippi Territory; and 
those from New Orleans, Memphis, and certain other pivotal 
points in the Mississippi Valley to the eastern and Virginia 
cities, were also revised in 1931. (64 I.0.C.107, 306). The 
fates from thse Southeast to the lower part of the Mississippi 
Valley South of Memphis were readjusted, in which most of the 
fourth=section departures were eliminated in 1922. 
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In the meantime, the carriers were working out a 
scheme in which the rate system in the South would be com- 3 
pletely reconstructed on a permanent dry-land basis. A Fourth 
Section Commidtee was created for the purpose, and it completed 
& tentative class rate structure based on the distence vrinci- 
pie, which was submitted to a conference of all interested 
shippers in July, 1931. The result was a joint petition that 


an investigation be instituted by the Commission on its own 


motion. 


De. Proposed Distance Scales 
In connection with the southern Class rate investi-~ 
gation in question, several different seales of distance rates 


and exceptions were proposes by the carriers, State Commiesions, 


end trade associations, and « final scheme was arrived at as 
_& Compromise among these various proposals. It was only too 
natural that the system proposed by the carriers was more con= 
servative than the others framed by the State Commissions and 
private sesociations. The distance scale, which was finally 
epproved by the Interstate Commerce Commiseion, was the result 
of the combination of certain features in all those proposals 
by reference to the rigid policy which the Commission hed for 
years adopted on the whole. In it local considerations were 
largely disregarded, and the distance principle was faithfully 
adhered to throughout the entire system with as few exceptions 
&$ practicable. Both actual and traditional aspects of the in- 
dustrial and other conditions were almost completely ignored, 
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60 that the principle might be made to apply with the minimum 
of departures from long and short haul rates. | 

Some of the outstanding features of those different 
plans will be discussed seriatim. 

(All rates hereinafter stated are for 100 pounds of 
first class articles, unlese otherwise specified.) 


i. Carriers* Scheme 

The rates proposed by the carriers did not strictly 
weet @ll the requirements of the distance principle, but actual 
competitive forces and historical relations were to some extent 
taken into account in the construction thereof. The result was 
that the distance scale rates were to apply mostly to short dis- 
tance haule, ani specific rates to competitive and traditional- 
ly important centers, with a view to avoiding violent trade dis- - 
turbances. Throughout, however, the proposed rates were Bo 
built that the existing levels of revenue might be conserved. 
Consequently, the rates which had been accorded to the important 
basing points were largely left untouched, and short-distance 
fates wers to be raised so that they might be graded down &e 
distance diminished or at leact made as maxima for intermediate 
points, without disturbing the prevailing levels of revenue. — 
The proposed coale was not found satisfactory by either the 
Interetate Commeres Commission or shippers in many respects, 
chiefly >ecause of the conservative attitude on the part of the 
Gerriers, although the Commission conceded thet it was beyond 


question "a vast improvement over the present rates". 


(a) Generel Charecteristios 
In the framing of the plan, the carriers were of 
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“ eourse aiming at a scale which would completely overhaul the 
fate structure which had been the cause of constant troublesone 
complaints as to discrimination, the seale to apply extensively 
and permanently throughout the Southern Territory, and depar- 
tures from the long and short haul principle to be reduced to 
@ minimum, so that the eternal source of vehement attacks, 
Which if left, would drive the carriers eventually to extreme 
adifficuities, might be exterminated. 

The general characteristics of the proposed echeme 
were as follows: 

First, the rates were fundamentally based on mileage, 
although they had not been wholly determined by distance, and 
there were many inconsistencies from the distance standpoint. 
Distance, however, Was made the predominating factor in the 
making of rates. 

Secondly, the relationships between the different 
classes were established definitely and uniformly. 

Thirdly, the same rates were to apply in both direc- 
tions throughout. The scale of dietance rates, which was at 
the bottom of the whole proposed adjustment within the Southern 
Territory would apply uniformly, as maximum, if not actual 
charges, throughout the area on both main line and branch line 
traffic, except in Florida and on certain short lines which 
Wouic receive special considerations because of peculiar fi- 


nancial, traffie and other reasons. 
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Fourthly, the long and short haul principle Was ad= 
hered to, with exceptions in cases where circuitous routes 
were to meet competition with their direct routes. 

Fifthly, harmony would be brought about between the 


interstate and intrastate rates, by eetablishing similar dis- 


tance rates to apply to intrastate traffic after interstate 
rates were determined. 
(o) Intraterritorial rates 

The proposed rates were divided into two different 
groups, intraterritorial and interterritorial, because of the 
necessity of taking inte account the difference between the 
conditions under which traffic moved entirely within the Sou 
thern Territory and from that Territory to other sections of 


the country, and vice versa. 


(1) Construction of Scale 

In the construction of the proposed scale, historical 
aspects were taken into full consideration, and certain specific 
fates, which had actually been in existence, were taken as they 
were or in a little modified form, as basic rates, the scale be- 

ing built like an encircling Wall around those for the shorter 

distances. As a matter of fact, three fixed points were selec- 
ted for the purpose of determining those basic rates for vary- 
ing distances. 

The firat task was to determine the rate for the first 
unit of distance. It was fixed quite differently from the prac- 
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tice suppesed to be followed in the application of the distance 
principle, but was arrived at so arbitrarily that it will une 
doubtedly appear unreasonable and intolerable to the exponents 
of the principle. 

| Attempts were made to study the actual cost of the 
terminal receipt and delivery of the less-than-carload traffic 
at several stations, including large terminale, junctions of a 
fair size and also a small locel station, during two weeks. To 


the outeofe-pocket expenses thus worked out were 


added certain 
_ gmounts to cover a return on the estimated value of the terminal 
property usec, including land. 

_ First, the stations, at which the cost studies were 


carried out, were as follows: 


Nashvilie, Tenn. Huntsville, Ala. 
Chattanooga, Tenn. Bome, Ga. 

St. Louis : MO Calhoun, Gae 
Atlanta, Ga. Gladeden, Ala. 


As it was absolutely impossible to conduct the studies 
more extensively, the above terminals were selected for the pre- 


sent purpose; Atlanta and Chattanooga being typical of large 


terminals, Huntsville and Rome of fsiresized junctions, and Cal- 
houn of smell local stations. 

Secondly, the period covered in this connection Was 
limited to only two weeks in the year when the traffic was light, 
but during the period when the traffic was heavy in the eaid 
year. 

Thirdly, the traffic, which was subjected to the stud- 


ies, Was limited only to less-than-carload business, on the as- 
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sumption that it constituted the greater portion of the clase 
 Sraffic, for which @ scale was to be framed and because of the 
fact that it would simplify the caloulation of cost. As was 
disclosed later, however, it did not constitute 90% of all the 
Glass traffic, as originally estimated by the carriers. 
| Fourthly, as stated before, the studies covered not 
Only the additional cost incidental to the terminal handling, 
but also an 8% return on the value of the terminal property en= 
ployed in connection with the lese-than-carload treffic handled. 
In respect thereof, it was assumed thet the platforms, warehous- 
es and their tracks were exclusively devoted to the handling of 
the less-than-carload traffic; that the office buildings were 
used for the said traffic in the proportion that it bore to the 
Cerlosd traffic in the number of consignments; and that the 
other properties were employed for this traffic in the ratio 
of the time consumed in the awitching thereof to that of the 
Carload, or an the ratio of thse care handled with the lesse 
then-carlosd traffic to those with the other traffic. 

However, the following itens were exempted from the 
Calculation, on the ground that some of then pertained to the 
dine-haul cost rather than to the terminal charges; 

Taxes, loss and damage in tereinal handling, main- 

tenance of main tracks, part of handling empty cars, 

traffic expense, telephone and telegraph expense, 
dispatching of trains, and maintenance of interlockers. 


The result was thet the lessethanecarload traffic was 
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to contribute towards the profit required 2.44 to 5.74 cents 
per 100 pounds at both terminale of origin and destination. 

Fifthly, as Fegerds the additional expenses, the cale 
culation was effected on varied methods. First of all, the 
constituent items were arranged under three categories: plat- 
form, switching, and clerical. The platform cost was wholly al- 
iocated to the lese-than=carload traffic, as in the case of the 
Computation of the property return. The switching expenses were 
apportionea to this traffic separately from the carload, either 
on the basis of the time consumed respectively in switching the | 
Gefe, or the respective actuel number of the care switehed, or 
on the gaaunption that four Lese-tham-serioad Care Were equiva- 
dent to one carload car in the matter of switching expenses. 
Lastly, the clerical cost was divided according to the number 
of the consignments of both groupe of traffic, irreepective of 
the size, value, cost, etc. of each congigmment of the goods. 

| The result of the esloulation on the above method Was 
that the additional cost inourred in eonnection with the reesipt 
anc delivery of the lesse~than-carload traffic wae 6.76 to 21.28 
cents per 100 pounds. 

The total cost per 100 pounds was determined, therefore, 
at S230 to 87.06 cents. However, the result of the computstion 
carried out on exactly the same basis by the accountant of the 
interstate Commerce Commission was 12.13 to 17.90 cents. On this 
estimate of the minimum, the initial rate for the first clase 
per 100 pounds Was to bs based. In view of the fact that lower 
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rates were to be given to the other classes, and in considera- 
tion of the past experience as to short-distance rates, the 
Carriers decided that the rate required should be 30 cents for 
the initial unit of distanée. 
| The selection of stations for this purpose, the period 
over which the studies Were made, and the methods employed in 
the allotment of cost were entirely arbitrary, and did not satis- 
fy the interstate Commerce Commission at all, which will be dis- 
cussed later. 

Apart from the merits or demerits of the carrisrs* atq 


tempt in this regard, the initial standard point was thus de~ 


termined, and the next thing to do was te fix the intermediate 

and final points of the rate level. 
| The second Was the rate of $1.45 for the distance of 
$30 miles which had been the actual rate for that distance from 
Birmingham, Ale. to Cairo, Ill., determined in the Rates to and 
from Nashville, 61. 1.C.C., 308 in 192i. 

The thirc fas the rate of $1.60 for the distance of 
460 miles, on the basis of the rate from Atlanta, Ga. to the 
Ohio River points, the shortest single=line distance being 460 
miies, which had been determined also in the above-mentioned 
Case. This is the outermost limit out of which the seale did 
not extend. 

The above three points were connected with « line, 
the result whereof was « scale of distance rates meant to be appli- 
cable as a basis throughout the Southern Territory. The line, how- 


ever, Was not at all straight, but broken and curved very remark- 
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ably because of the block and tepering systems. The line, as 
shown in ths accompanying diagrem, rose steeply for the firet 
106 miles reaching 91.00 at Doi miles, beyond which the rise 
gradualiy became less rapid. The blocks were provided as follows: 


ist block lmile - 5 miles $.30 (initial rate 
and 6 miles - 10 *” »05 (additional rate 
$ra 8 in * » 46 * 04 ° a 
4th * 5 miles 04 * * 
10th block 46 miles : 50 miles .04 additional rate 
oC lCU* ss * = eS 03 | * " 
aaenClC* 5 miles | O03 | * # 
‘ ; e ry 9 r 
B0th block 96 miles - 100 miles .03 (additional rate 
ee 10k C* “i190 * | .03 " # 
Zana * 10 miles 203 " " 
24th block 131 miles - - 140 miles .03 additional rate 
e6th * i4. * i160 * Ae " 
26th * 10 miles 2038 ° * 

2 8 : 2. @ r 
36th block 251 miles - 260 miles .03 (additional rate 
s7th* aq. * « 280 * 003 . . 
soth * 80 miles : aoe {  * . 
43rd block 381 miles . 400 miles 03 additionsl rate) 
44th * 40. * = 420 * 008 " . 
45th * 421 % =. 440 # af * ” 
46th * 441 " -—460 * 028 . . 
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The @cale of rates, as indicated by the broken and curved 
line in the diagram, appears to conform to whet the distance prin- 
Ciple requires, but, in reslity, it was not based on any scienti- 
fic basis. The curvature was simply the result of the drawing of 
& line connecting the initial point, which was determined in a 
very arbitrary manner, and an intermediate point, and also the 
outermost point, which were determined both on the actusl rates 
fixed indepenteatay by competitive exigencies. The blocks were 
provided for the sake of simplicity in the forms of tariffs, but 
the length of each block was determined also arbitrarily solely on 
the general assumption that the termine] cost spread over longer 
dietance would diminish per unit of distance, making the total 
Charge the amaller per unit. | 

In connection with this scale of rates, relationships 
between different classes were determined as follows, after cer- 
tain modifications made in the original plan: | 
Classes ee ee ee ee ee a 
Percentages 100 85 70 55 45 40 30 35 28 2&5 
. A& regards rates for jointeline hauls, differentials 

were to be added to the scale rates, beginning with 15 cents 

first class for 60 miles and under, end ending with 6 cents for 
distance 360 miles and over. To be more pracise, the maximum | 
scale thereof is as under: 

For Distances 3 First Class 
60 miles and under | Add 15 cents 
160 °* and over 60 * 33. * 


nfo Beg IE 
es 


si 
Retire 


ei 


ed 
ore 
bea 


Bove weg 

PEN eee 

te ee 
re : ce 


VG4e AY f c es 


—¢ 


- 


Lie ee oe 


100 7 


For Distances (Cont'd) First Class 
260 miles and over 160 Add 11 cents 
360 8 " Rn 260 : f S if 
460 * * 8 366 , eg Ss 


Rates on the other classes would be constructed under 
the unidorm percentage rélationships to the first clase rates thus 
determined. The differential scale also seems to have been framéd 
frequently appliceble for such joint-line hauls. 


(2) Limitations in Application 

Because of the limitations proposed to be provided, the 
actusi result of this rate scale would genereliy be nothing but 
the blanket increase in the existing rates between 50 and 1385 
miles, with depressea competitive rates at most of the important 
points practically remaining untouched, as a witness testified be~ 
fore the Commission, rather than the penoval of the fourth-section 
departures, resulting from the operation of the éepreesed rates 
at Certuin points, which had been made because of actual or po- 
tential water competition. It was really based on distance, but 
the basis Was to a great extent modified by a deaire on the part 
of the Carriere to maintain the existing conditions, oreated by 
the force of competition, and the historical and traditional 
relations, which hed been very firmly embedded in the Southern 
rate structure. The carriers even scknowledges that in the cone 
struction of the distence rate scale, distance was by no means 
the principal or controlling factor, but great weight was placed 
on other features, such as geographical locetion, grouping of 
«points of origin in the same general territory and the existing 

adjustments. 
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The scale Was proposed to apply uniformly throughout 
the Southern Territory, but, as a matter of fact, it would apply 
eniy to looal, non-competitive, defenseless traffic, and import- 
ant points were quite sufficiently protected by meane of numere 
@us exceptions and otherwise, on the ground that violent trade 
disturbances must be avoided as much as possible. Indeed, some 
of the specific Fatés proposed were depressed below what they 
might reasonably be, because the carriers wished to aveid "too 
violent « bresk with the past." | 

After all, the distance scale was not by eny means a 
basic measure of rates underlying the entire adjustment. It was 
limited only to 460 miles, in spite of the fact that there are 
many hauls in the Southern Territory of more then twice that 
length. Besides, the scale rates were virtually te appiy strict- 
dy, for the most part, to traffic to be carried for less than 200 
miles, comprising most of the distributive traffic iocally from 
the jobbing centres. Bsyond 200 milee the scale served merely 
a@ @ maximum limit of actual rates, ani it would frequently be 
Sut, sometimes considerably, by specific sca Seerueid. In the 
jast analysis, thersfore, the proposed distance seale was not a 
soale ecientificaily constructed as required by the distance 
principle, but 2 maximum scale built upon the pre-determined key 
tates, its chief function being to increase the shert haul 
distributive rates out of the jobbing centres. 
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As Pegards specific rates, which would constitute the 
exceptions to the distance scsle rates, most of the important 
points were to retain their former depressed rates or st least 
to be given favorable rates a little modified from the existing 
Ones. Throughout the specific ratés proposed, the underlying 
idea Was that the fourth-section departures be reduced to a mini- 
mum number, e uniform mileage basis established ae far as prac 
ticable for the shorter hauls, a violent increase avoided in the 
6xisting depressed rates, revenue conserved by blanketing the 
new fates at the depressed pointe back over the intermediate 
territory, often for considerable distances and traditional 
groupings preserved except it would involve toc glering 2 dis- 
 Pegard of distance. 

In the development of the new etructure, Atlante, Ga. 
and Birminghem, Als. were used as key points, end the rates to 
these points from the various important border cities were first 
of ell determined on the basis of the historical relations and 
the chenged conditione. Retee to anc from the importent junc- 
tion points were next fixed, on the besie of mileage and the 
established group relationships. Finally, rates to the local 
points were determined by according them the same rstes as the 
hearest junction point beyond or by grading them. Rates for 
the shorter haule were fixed simply by the maximwa seale rates 
determined automatically by these predetermined economic Patese 
The relations 


between the Ohio and the Southeast would remain unchanged on the 
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: whole. Tae points on the river between Cairo, Ill. sand Cincin- 
nati, Ohie, would be equalized -in their reletion to Atlanta, Ga. 
and the pointe related thereto end eleo Chattanooga, Tenn. The 
loner efeesings from Caire to Louisville, Ky. would also be 
egquelized te Montgonery, Ala. end the surrounding points and up= 
Ward to Nashville, Tenn, the rates being lower than the Cincin- 
hati retes by 2 certain smount. The rates from Cincinnati to 
Birmingham, Ale. and Atlents, Ga. would be the same. To the 
Mississippi Valley Territory, Cairo and Paducah, Ky. would take 
the sams rates for long-distance traffic. The Evansville-Louis« 
ville group would have certain differentisle over Cairo, north 
4 Vicksburg, Miss. from that point south, and from Cincinnati. 
To the Carcline Territory, Cincinnati end Louisville on the one 
hand, and Cairo and Evansville on the other would be equalized 
respectively with certain differentials. To the sastern sections 
in Tennessee a similar adjustment would be made. From Vemphis, 
Tenn. to the pointe in the Southeast certain differentials would 
be made under the lower Ohio River crossinge and Menphia would 
be equalized. Similar arrangements would be provided for the 

relation to Knoxville and other pointe in eastern Tennessee, to 
- North Carolina points, and to certain points in South Carolins. 
Nashville, Tena. and St. Louls, Mo. would sleo be related to 
the Ohio River crossings with certain differentials. 

Virginia Cities. The Virginia cities would be divided 

inte two groups because of the difference in the average mileage 
to the South, and the rates therefrom to certain equalized groups 
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be made under definite differential relationships. One of the 
Virginia groups would be equalized with the Ohio River crossings 
in respect of traffic to the basing point Atlanta, Ga. On the 
whole, the proposed Virginia rates would have some relations 
with the Water-rail rates from Beltimore, #0 that the Baltimore 
fates might effectively apply vie Norfolk as well as vis the 
South Atlantic ports without fourth section departure. 

South Atlantio Ports. The ports from Charleston,S.¢. 
to Jacksonvills, Fla. would remain in a single group in respect 
to traffic from the Ohio River crossings 
thereto. These anid the other South Atlantic ports would be 


and the pointe related 


gtoupec in one Wey or other, under certain differentiel relation- 

_ ships, for traffic from other sections in the Southern territory. 
Guif Ports a River Points. The points 

on the lower Vississippi from Greenville, Mies. would be grouped 


& Missise 


for traffic from the pointe in Virginia and the Carolina Terrie 
tories, and all the Gui? porte be similarly groupsé for traffic 
(#fom the Ohio River crossings and the points related thereto. As 
to the key point Atisnta, Ga., New Orleans, Vicksburg and Green- 
Wills would be equalize’ with all the Ohic River crossings; and 
as to the other key point Birmingham, Ala., New Orleane and Nat~ 
chez, Mise. would be equélized with the Cairo-Louisville group, _ 
with Vicksturg and Greenville being given » lower differential to 
Birmingham. 3 ) 
Garolina Groups. The grouping system on the whole would 
remain in respect to traffic from the Virginis cities and beyond 
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the rates at intermediate points between these groups to be 
graded from one group rate to another. 

Southern Ohio Group. The points along the southern 
borcer line of Ohio would remain in a single group for traffic 
to the Carolinas, the Mississippi Valley Territory, and the 
Southeast. 


Other Groups. There would be many other minor groups 
particularly in respect to long-distance traffic, and some of 
these groups hed some historics1 backgrovnd while others were to 
be newly established with a view to conserving the carriers’ 
revenue. ) 

Florids. On the whole, the rates into the points in 
Florids, would be the combination of the basing factors to Jack- 
sonvilie and specifics beyond. The basing fectors would be ce- 
termined on the basis of the proposed local rates to Jacksonville 


iéss sOmething with a view to avoiding 2 sudden rise in the 


Floride rates, 6.g-, 


Proposed Local Basing Factor 
From Ohio River crossings $38.08 £1.60 
From Atlanta 1.40 1,33 


The specific to be added to the Jacksonville factors would be de- 
termined by adding 5 cents to the first clase local retes in ef- 
fect prior te July 1982, those fer the lower classes to be de- 
termined under the standard percentage reletionehipe. The reeson 


for the aidition Was that a reduction in the revenues of the 
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‘Florida lines dus ts the application of the aew relationships 
might thereby be avoided. The joint rates thus constructed 
would be made to apply whether the traffic moves through Jack- 
sonvilic or some other junctione. 


Tae proposed soale rates were primarily 


intended for me te the standard lines, and, coneequent- 
iy, they could not be expected to apply to some of the smaller 
wailvare, because of their financial disabilities, due to their 
traffic and cost conditions. Severel railways in Mississippi 
and Tennessee are in a "weak" condition, not necessarily because 
(Of the short length, but chiefly because they were constructed 
primarily for the purpose of carrying lumber. The lumber re- 
source hud already run short, and they have to wait for the fue 
ture development of agtioulture befors their former prosperity 
is Testered. In addition, there are still & humber of short 
dines operating in the South = 806 independent railways with 
- about 7,000 miles of track, most of which are small local car- 
Tiers, about one-third being gontrolied oy lumber companies or 
other incustries. Even the longest, the Georgia and Florica, 
Operating between Keysville, Ga. and Waco, Fla., hae a total, 
branch lines included, of 405 miles of track. 

Four different methods were proposed to meet the situa- 
tion, as follows: 

For short Lines in Georgia, South Carolins, Mississippi, 
Tennessee, Virginis Sna Louisisna. For lines with but one junction 
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through Tates at lecal points would be made by combination 

upon the junction, the rates therefrom to be determined on the 
Gale proposed te the Georgia Commission in 1921 by the short 
lines in thet State. For lines connecting at more than two points 
with standard roads, through rates at local points, between any 
two junctions would be made by combination upon the lower rated 
junction, but without fourthesection violations as between the 
iocal points, resulting in the dblanketing over the entire local 
territory the rete so made at the atation nearest to the lower 
‘Fated junction. The aboveementioned short iine scale was arrived 
at oy adding 30 per cent. to the rates submitted to the said 
Commission by the standard lines for 60 miles end under, and by 
adding 20 per cent.oeyond GO miles, the result thereof being the 
fate of 39 cents for the first block, 

| énother suggestion was that a joint scale be made for 
application over standard end short lines, by adding 30 per cent. 
to the proposed rates for the standard lines, plus first clase 
arbitraries of 15 cents for GO milee and under; 13 cents for 160 
Miles and over GO miles; 1i cents for 360 miles and over 160 miles; 
and 9 cents beyond. However, this joint scale was to be used al- 
ternatively with the aforesaid combination basis, whichever gave 
lower rates. 3 : 
| Zor Short Lines in Alabama. The same plan would be a- 
dopted as the above, the only difference being in somewhat higher | 
ievels in the scales. The single line scale was arrived at by 
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adding certain per cent. to the rates submitted by the standard 
‘lines to the Alabama Commission in 1921, the rate for the inte 
tial block being 42 cents. The joint scale was determined by 
adding also certain per cent. to the rates submitted by the etan- 
Gara lines plus the same arbitraries as proposed in Georgia, with 
the further addition of en arbitrary of 6 cents for distances in 
excess of SOO miles. 

For Short Lines in Kentucky. Some scales would be used, 
wiieh would be higher than those to be in effect in Georgia. 

for Short Lines in Florida. The same basie of through 


Fates, constructed by the use of factors north and south of Jack- 


 gonville as was proposed by the standard lines would be adopted, 
‘Sxcept for the short lines in the territory north and west of the 
‘peninsula, for which the seme bases as proposed for the short 
dines in the adjoining States would be used. 
visssi ion | ) io 3. Straight southern classi- 
fication for all commodities would be adopted, to do away with 


the existing exception sheets, except in special eases. The few 
6xcep tions now general in theiz application throughout the Terri- 
tory would be retained. The less-than-osrload exceptions upon 
such articles ae cotton, cotton sweepings, navel stores, cotton- 

peed bulls, cotton=seed, peanut, soyaebean o11 cake, stc. would 
| temporarily be left untouched. 
(3) Extent of Fourth-seotion Relief 

The primary object in view in the investigation was of 


course in the removal of the departures from the long and short 
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Fequirement, but the carrisre had naturally te sucoumd te the 
force of competition which was entirely beyond their control. 
The relisf from the fourth-section provieion, which they weuld 
request in the event of the application of their proposed dis- 
tence scale, Was to the following extent: 

i. To enable a circuitous rail line or routs to meet 
the charges of a more direct tine or route from or 
te intermediate points on its line, provided that 
the relief ehould not include intermediate pointe 
as to which the haul of the petitioning line or 
route Was not longer than that of the first line 
of route between the competitive points; and | 

3. To permit the grouping with pivotal pointe of 
other pointe in recognized or established grours, 


or to permit the establishment of rates from or 
to other points made with reletion to the rates 
from or to such pivotal points, without requiring 
the observance of the somcalléd equidistant rule. 
, Stated in simpler terme, the carriers desired the 
- fourth-seotion relief for circuitous routes that were in com- 
petition with the cirect routes, subject to the equidistant 
rule, and they also desired relief in some cases for direct 
“goutes, or for circuitous routes without the application of the 
euuldistant rate, when necessary to evoid the disruption of es- 
tablisied groups oF Pelationships, the necessity for which will 
be illustrated as follows: 
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Proposed Rates to Atlanta: 


Cincinnati 475 
Louisville 463 
Evanevilie 446 
Cairsg 488 
Memphis 416 


Greenville 456 
Vick eburg 460 


New Orleans 453 ® 


In the proposed scheme all 


me $1.60 
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the Ohio River erosseings 


would be grouped in respect to traffic to the Atlanta sub-ter- 


ritory, in which Columbus is located. 


Columbus is about 115 


miles farther from Cincinnati then Atlanta, but it is not more 
distant from Cairo than Atlanta. The Illinois Central and the 


Central of Georgia operate a route from Caire to Atlanta via 


Columbue. If the equidistant rule were applied on this route, 


it would result in the digruption of 


the group relationship of 


the Ohio River Crossings at Columbus, or the inevitable exten- 


is 


. 
c 


iil 


sion to Columbus, 115 miles south of Atlanta, of the proposed 
Fate of $1.60 from Cincinnati to Atlanta. The carriers wished 
to make the Columbus rate $1.75 from both Cairo and Cincinnati. 

As regards relief for the shert lines, the bases of 
through fates proposed were not always to be the actual rate 
bases, but to serve as maximun bases, from which it would be 
often necessary to depart to meet cross-country competition or 
other special conditions. Relief, therefore, might be sought 
to meet the rates of the standard lines at junctions, and as 
between groups of local stations. It might further be requested 
by them as intermediate carriers between standard lines. 


(c) Intorterritorial Rates 

Whatever changes might be brought into the southern 
Tl atragtures with s view to the construction of « scale of 
distance rates and the elimination of the fourth<section iepar= 
tures to = possible extent, the existing through retes that had 
been established interterritorially muet be conserved if the 
trace conditions were not to be disturbed greatly. 
(1) Central Territory 
— The general rate situation in respect of the fourth- 
wection violation, thet had prevailed between the Centrel and 
Southern Territories, will be outlined as follows: 

The joint rates from the pointe in Illinois and the re- 
dated pointe in Indiana te sll the points in the Wiesiasippi Val- 
ley were on the whole in conformity to the long and short haul 
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“principle. The rates from the other points in the Centrel 
Territory to the Mississippi River points and the Gulf ports 
were mostly departures fron the principle. So was the case 
with the rates from the Buffalo-Pittsburgh zone to many points 
in the Mississippi Valley and the Southeast. 
It wae atte 


i mpted to conserve the existing relations 
and at the same time to remove se far as practicable those vio= 

_ dations, as s rule by means of establishing through rates lower 
than the combinations from 211 the pointe in the Central Terri- 
tory to the South. Under the proposed scheme of rates, most of 

the Sépartures would be eliminated, but still in some cases they 

Would be necesesry, on account of the grouping and rate relation- 
ships in the Central Territory and the circuitous cempstition in 
the South. | 

Rates from the Central Territory to the 


Southeast would be constructed upon the pre-determined key rate. 
of $2.10 from Detroit, Wich. to Greenville, S. CG. The same rate 
would be given to Atlanta, Ga., Birminghem, Ala. snd Columbus, 
Miss. Chicago would be squalized with Detreit in thie sconnec- 
tion. In thie proposed adjustment, New York wae considered to 
‘be on equal terns with Chicago. As to the determinetion of the 
factor rates as far as the Ohic River crossings, the Chicago= | 
Evansville rate would be made the basie. The proposed rate from 
Evansville, Ind. to Atlanta was $1.60. It would be deducted 
from $2.16, the result being 50 cents, about 56 per cent. of the 
leeal rate of 89.5 cents from Chicago to Evansville. The pro- 
| _portionals from the pointe in ths Sentral Territory would be the aa 
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rates corresponding to 56 per cent. of their respective local 
fates to the nearest Ohio River crossings. to these factors 
would be added the proposed scale rates southward. However, 
for the sake of simplicity, the Central Territory would be di- 
Wided inte 59 groups, and the proportional from each was to be 
determined by applying the 56 per cent. basis to what was deemed 
_ its predominant rate to the Ohio River. 
The prevailing rate of $1.63 between Chicago and Mem 
phis, Tenn. was used to determine a second key rate from Chica 
go to Nashville, Tenn. Deducting therefrom the proposed Fvans- 
vilie-Nashville rate of $1.03 would leave 60 cents, which wae 
120 per cent. of the 50 cent difference between the Chicago= 
Atlanta and the Evansville«Atlanta rates. Therefore, 80 per cent. 
Was to be added to the factors north of the River produced by 
the 56 per cent. plan, in making rates to Nashville and the 
points related thereto. 
The southern classification would be applied to the pro- 
posed rates, and the rates below the first class would be made 
by applying the proposed percentage relationships. ; | 
Mississippi Valisy. Rates would be built joe the rates 
from the Illinois Territory, the strueture of which has been etat- 
@¢ before, the other sections of the Central Territory to be di- 
vided into twenty groups for this purpose. The proposed rates 
Were graded so that they might conform to the southeastern ad- 


‘justment and the proposed structure fron the East to the Wissis- 
‘gippi Valley points. 


il4 


ar The Virginia cities were used as basis in 
the making of the joint rates, except where the Ohic River basis 
: fesulted in lower fetes. For thie purpose, the Central Territory 
Was to be diviced inte 57 groups to make the rates better graded 
in accordance with distance. 


Florida. The factors applicable to and from Jackson- 


‘ville for intrastate traffic, whioh has already been stated, 

would be used. They would be constructed in the same way between 
the Central Territory points and Jacksonville that the correspon- 
ding loos] rates were to be constructed, except that $1.60 would 
bs used south of the Ohio River insteal of §2.08. 


(3) Eastern Territory 
In the adjustment of the rate structure between the 
‘East ond the South, competitive force between the allerail and 


Watererail routes must always be the predominating 


factor. Gen- 
erally, between the Kestern Territory and a very large portion of 
_ the Seuthern Territory, the watererail and railewater-rail rates 
“have been differentially lower than the corresponding allierail 
fates. The rates from the eastern porte have been related dif- 
ferentially to one senother, the Baltimore rates being the base. 

| It was expected that on the proposed structure there 
would be little need for fourth-section relief at least in the 
‘South, but since there are two main routes open for southbound 
traffic, through Virginis cities and Ohio River crossings, there 
‘might be oases where relief would be necessary to meet direct 
Foute competition. 
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Carolinas. A structure would be constructed on the 
basis of the first class rates in effect prior to 1983, the pro- 
posed percentage relationships to be uséd for rates on the low 
er Glass traffic. 


ani Southeastern Territories 


South 


St. The Eastern 
would be divided into 12 snd 16 groups, respectively, for the 


purpose of applying certain differentials. In the former case, 
the Baltimore rates were to be made the key. The differentials 
between the allerail, watererail, and railewater-rail were also 
fixed. Generally, the relation between these rates and the rates 
from the Central Territory was given due consideration in the 
determination of groups and differentisle. 


iSeippi Valley. On the whole, the existing situa- 


tion would be aliowed to continue, in which both territories 
are cach divided into several groups. As a result, the rates 

- Would be blanketed from a point south of Helena, Ark. along the 
Mississippi River, the Gulf throughout « broad etrip of interior 
territory as far ag the Apalachicola River in Florida is reached. 
From the Rochester, Albany, end New York groups in the Eastern 
territory, the rates would be the same to all peints in the Mise 
sissippi Valley. 

Fioridsa. As in the case with the rates from the Cen- 
tral Territory, joint rates would be constructed on the factors 
north and south of Jacksonville. The basing factor from New 
York to Jacksonville would be 21.72, or 38 cents lese than the 
local rate of $2.10, in contrast with the factor from the Ohio 
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_ River of $1.60, or 48 cents less than the local of $2.08. The 
basing factors from the other eastern ports and interior points 
| Could be determined, like their lioosl rates, by reference to 
the New York Factor. 


(4) Inconsistencies, 
A sgale of rates was thus worked out, which appears 
—Skactly to conform to the distance principle at lszst when it 
_ de traced on a Giagrem. As to the actual construction thereof, 


however, it was altogether based on arbitrary considerations 


_ quite intolerable from the standpoint of the theoretical dis- 


- tance principis. Moreover, sé stated before, the stale was, as 


sg matter of feet, to apply only to insignificert, non-competitive, 


traffic mostly within 200 miles of heul, the remaining part of 
the scale to serve merely ae the meximun level of specific rates. 
_ All the more important relationships, which have been histori- 


- gally brought about as the result of competitive considerations, 


would be conserved, by means of the establishment of specific 


fates, the preservation of the grouping eystem, eto., and the 
| eniy siisct thereof on the whole situation would be the reduce 
tion of the number of the departures from the long and short 


t 


‘haul principle. 


(1) Specific Rates. 
re in order to avoid disturbances ln the situation, all 
_ the rates existing between the pivotal points would be left un- 
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molested, and remain in the form of specific rates. Some of the 
consequent inconsistencies from the stentpoist of the distance 
scale are as follows: 

The rate of $1.45 Gas fixed for a single-line haul 
over 530 milss, on the basis of the prevailing rate between 
Cairo, Iil. and Birmingham, Ala., and this will de compered with 
some of the proposed specific rates. | 


‘Gai, iii. ~- Birmingham, Als. single haul 330 wiles 1.45 


Br NRE a mate St a AEE Rey SN wee AA i se rss SE see 0 tine eee esi: 9 ae the Es ge a nce aie ae SN, 


: Gairo, Ill. = Chattenooge, Tenn. joint haul 351 * 1.27 
‘New Orleans, La. - Vemphis, ® single haul 301 * 1.36 
Cincinnati, Ohio - 
| Jackson, Mise. joint haul 417 * 1.38 
Cairo, I11. = Knoxville, Tenn. '' 2 wae 8 1.42 
‘New Orieans, La. = | 
: Birmingham, Ala. single heul 355 * (2.45. 
Richmond, ¥Va.- Newbern, N.C. single haul 331 * 1-00 
Richmond, Ve. - Sumter, S. C. * * 333 (* 1.85 
‘Norfolk, Va. = Charlotte, N. ¢. * " seo 8 1.12 
Rosnoke, Va. - Anderson, Se CG. joint hanl 3512 * 1.37 
Richmond, Vae— Chester, ©. ¢. single haul 352 * 1.85 
‘Norfolk, Va. = Charleston, §.C. single haul 3681 * 3.37 
Norfolk, Va. = Denmark, S$. ¢. . * es * 1.48 
Norfolk, Va. = Greenville, S. C. <r 1.37 


From the Ohio River crossings, the rate of 21.45 would apply to 
points ranging from 397 to 425 miles. 


Ve 


ri ee a Ree 
ee ee 
ae 
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‘The rate of $1.60 was fixed for e single»line haul over 


460 miles, on the bases of the existing rate between the Ohio 


River Brossings to Atlanta, Ga., 466 milee on an average, but 


. aetually this rate Wae to apply as specifice to points ranging 


from 393 to 514 miles joint haul from the Ohio River crossings. 


The rate of $1.37 from the said points was to epply joint haul 


t0 specific pointe 333 miles to 351 wiles. 


he tegsrds shorter hauls, 
‘markable in the following rates:- 


Henderson, Ky. Nashville, Tenn. 
‘Evansville, Ind. - Nashville, Tenn. 

 Atlenta, Ga. = Birmingham, Ala. 
Louisville, Ky. Nashville, Tenn. 
_Jeffersonville,Ing. - ® ee 
‘Washville, Tenn. ~ Birmingham, Ala. 
“Atlante, Ga. 
Cincinnati, Ohic - Nashville, Tenn. 


~ Neshville, Tenn. 


(2) Groups 


inconeistency wes very ree 


single haul 146 m. 


uw 


f 


g 


158 m. 
167 m. 
187 m. 
189 m. 
205 m. 
258 Me 
297 m. 


The dictance scale would be ell the more distorted 


through the continuance of the group eystem, with a view to 


Teasonabie rates to some directly intermediate stations. 


3 the equalization ef the depreseed and eubnormsl specific rates 
to some farther distant competitive points with the higher but 


a 


11s 


Groups would be spread back over long distances from 
Nachville and Chattanooga, Tenn. on traffic from the Ohio River 
eroscings and beyond. Similer groups covering wide aress would 
be spread back aleo from the South Atlantic and Gulf ports. 
Purther, there would be os number of smaller groups embracing 
iocal points with the junction points.beyend. The Ohio River 
crossings would be grouped in reepect of traffic widely for the 
Souto. The Mississippi Valley points at important sections 
would be grouped into severel units, and the Carolinas divided 
into five zones. 

As the result of grouping, the rate of $2.08 woulda 
‘apply uniforniy to traffieo from Cincinnati, Ohio to all the 
south Atlantic and Gulf ports, fron Charleston, S. C. to New 
Orleans, La. (Florida excepted), the distances ranging from 
| 701 to 836 miles. The same rates would aleo apply to points 
which were to be blanketed 300 miles towards the interior from 
the cogete 
The retes from the Virginia porte would be lower to 
the five zones into which the Carolinas would be divided, than 
the sosle rates. The rates for the Mississippi Valley groups 
and also for the intermediate pointe between thece groups, the 
fates for which would be graded between the group rates, would 


be lower then the sesle rates. Richmond and Norfolk, snd con- 
sequently other cities in Virginia would be given lower rates 
to many pointe in the Southeast and points in Tennessee. The 
fates from the Ohio River to Chattanooga, Nashville, Knoxville 


anc other Tenneesee cities would also be lower than the scale 


ac ‘rates, due to the blank 
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et system extending over long dietances. 
The rates from Cincinnsti, Ohio, and Louisville, Ky. to the Wis- 
Sissippi Valley and also to the Carolinas would be materially 
iower. The rates from New Orleans, Le. and Jacksonville, Fle. 
to many pointe would be greatly depressed. 

The result of these specific rates and groups was the 


femarkably uneven progre@cion of the actusl rated throughout the 


Southern Territory. For instance, on the route from Cincinnati, 
Chic to Chattanooga, Tenn. by the Southern, thence to Atlenta, 
We by the Western and Atlantic, thence to Jackeenville, Fla. 


@gein by the Southern, the proposed rates were ee follows: 


Maximum soale rates. . ... « up te the firet 330 miles 
till Glen Very, Tenn. wes 
reached, the rate therefor 
being $1.87 
$1.27 eee es we + 2 ee » oe oun formly for the next more 
then 800 miles, Chattanooga _ 
being blanketed therein. 
vie45 upwards. . . . + + + + « From Chickamauge, nine miles 
further than Chattanoogs, up 
to Merietta, Ga., © miles 
_ +&earer than Atlanta, Ga. 
$2060 2 « 2 eo es 0 oe ow = ohtlente, Ga. and points 
groups4. 
$1.70 » 2 oe eo 2s ee © © othe Fate would jump up at 


the intermediste group bee 
tween Atlanta and Helena,Ga. 
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$2.08 e*er# eens deen e es From Helens, Ga. up to Jeck=- ; 
sonville, Fla. blanketed 


over 150 miles. 


8. Shippers’ and State Commiseious* Schemes. 

In addition to the system of rates proposed by the care 
riers, there were submitted to the investigation several schemes 
or opinions by certain shipping interests and State Gommissions 

in the Southern vatvitede. ALL of them were constructed also on 
the mileage principle, with more or lese of exceptions to meet 
the particuler conditions ani circumstances ander which they were 


Feapectively situated. 


(a) Southern Traffic League Scale 

The sosle of rates proposed by the Southern Traffic 
Lesgue was the most radical of all the other schenes produced 
for the pending edjustment. It was prepared on the following 
bssest 7 

1. The cost of service might not vary with distance. More= 
over it could not by any meane be ascertained. There= 
fore, no system of clase rates could or should properly 
be constructed by reference to the variations of the 
detells of cost. 

&. There wae st least one standard reedily available by 
which te meseure and unify ell class rates, ani that 
was the basis furnished by the quantity of service 
renéered which was expressed in terms of mileage. In 
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other words, the amount of service as measured by the 
distance of haul furnished « definite yard-etick to 
which sil chergea could be made to conform without 
undue discrimination. Every community would then 
find ite proper place automatically fixed by the ac- 
cident of ite location, end there would be no room 
for attempting to equalize natural advantages and 
disadvantages. _ 

| This plen seens to have been completely te sweep the 
. economic forces out of the field of transportation, and is tyo= 
ical of what the proponents of the distence principle maintain. 
It is based on the belief that distance rates are the only pan- 
acea for ell the *irreculerities"® in the tariff form, which are 
Supposed to be intolerable evils to be eliminated. 

Apart from the economic merite, the distance scale 


‘propesed was to apply uniformly throughout the Southern Terri- 


tory, with certain minor exceptions of a very small number. The 


sCale was constructed as followe: 


Ist block i mile = 6 miles $227 (initial cost) 
-—_—a 6 6* eS * = iO * (edditionsl rate) 
grad «(8 i, ® + 36 * ° a 
is 1G «* - gO * * * 
- Sth ® Zi 8 - 35 8 f a 

ras ® 26 ff ie: Ke) a 8 a 
7th » a.9 . «5 * a « 
oc #4«2+°  § miles . ® 


A 


een 
Lae 


Bx 
nae, 
rs 
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(cont'd) 
15th block 7i miles - 75 miles $.02 (additional rat 
—-_ 8 = 6 * = 8 “ass vs 
i7th * 5 miles 8 * os 
20th block 66 miles - 100 miles .015(addi tional rate) 
" 101 fn - 130 " Oa bi " 

: 10 miles 02 " " 
36th block 251 wiles - 260 miles -08(additional rate) 
37th «= ® a 03 
38th = * 0 miles 00S ® * 

‘. . : | : <n 
' 48¢h block 481 miles = 500 miles :03(dditional rate) 
4oth sol * «825 * os. 7% 
s0th a5 miles 02 * . : 
es : oe : : ; 
60th block 776 miles = 800 miles 03(edaitional rote) 
 Blet * sol * «860 * 203 
6and * 50 miles i a 
‘ : : ‘ | 


There woe no limit to the sbeve s¢ale as to distencs, 
3 cents to be added to each block of 50 miles beyond 800 miles, 
‘while the carricra* aosle termineted at 460 miles, over which | 


epeoific fates would apply. if a iine is drawn on the rates de= 

‘termined on thie acale, it will show that the series of blocks is 

exactly the same in length oe thet in the garriers® scale, and 

-: that the level of rates grows lower as distance increases then © 
the level of the latter*s scale. Ac regarde the specific rates 


propesed by the carriers for the pointe beyond the ecale range, 


the level of the League sosle is inveriably lower than the 
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average of the specific Tatee, 

For joint haule, differentiale were also proposed otar- 
ting with 13 centea and disappearing st 500 miles. 

As regerds the limitations in the applicetion of the 
scale, there would bes few exceptions. Between the Ohdo River 


crossings and North Carolina, rates might be made under the in- 

fluence of the trunk line depressed level in effect for the 

Virginia cities, but they should not exeeed the amount arrived 

at by teking 80 per cent. of the combination ef the first clase 

rates on the Virginis points, the League soale ta be used for the 
southern factor, and rates for the other claee to be detereines | 
in accordance with the proposed atanderd percentage relationships. 
To points in Flofide, exceptions might be made te some extent. It 

_ even conceded that neo public interest would be served by splite : 
ting larce industricl communities, such ae Birmingham, Atianta, 
New Orleans, eto., "into fragn 


tant varictions in distances se between different shipping and 


ents becouse of relatively unimpor~ 


Feceiving rointe*®. The fourth-section relisf might alse be sought 
to mest the direct route competition. As regards chort lines, 
‘joint retes would bs determined by csleulating the distance from 
the point of origin through to the noint of ceetination, agcere 7 
taining the rate under the League scale for thet distance, ine 
ereasing such rate by 15 per cent., emi then adding thereto the 
Fegular differential for the joint line haul. ) 
The League scale sppeurs on the face to be an ideal : 
structure of rates in the light of the distance vrinciple, but, 


matter of fect, to recognize 
ortation and merket competition in ite 
It was "flexible", as 2 spokeovan 


It was only a Littie higher 
aa on the whole. The State Commiesion obj ected 
pene erwveoss in the siiinteaiat echene on the — 


ee to then, and that 
tote arenes would nesessarily result in serious distur 


a Seale ey 
| * ‘™e Railroad and Public Utilities Comaission of Tennes- 
proposed two different distance scales, one to be applicabl 
‘the lower portion of the Southern Territory, ani the other, 


ch waa eoneshat lower an level, to the northern portion there 
‘’ etemad Or buffer zone” - bontering on es Of2ieiey 
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‘of meeting the varied financial and traffic conditions of the 


respective carriers. 


(ad) Eastern Interterritorial Rates 
The Southern Traffic League proposed a partial extension 
of the League scale into the Eastern Territory over the water- 
rail routes. Water-rail rates from the eastern ports would be 
mace on the basis of the League scale from Baltimore, with cer- 
tain differentials to be added thereto. Constructive mileage 
would be used for the water-route distances in this connection. 
For the most part, the distances from Baltimore over water were 


to be calculated through Savanneh, Ge. (constructive mileage 250 


aS against statute mileage 724.) In some cases, they would be 
calculated through Cherleston, S. C., or through Norfolk, Va. 

As regards allerail rates, certain maximum rates were 
proposed, which were arrived at by taking 80 per cent. of the com- 
bination of the first class rates on Richmond, Va. or on the Ohio 
River orcesings, whichever was lower, ami grading rates for the 
lower classes on the standard percentage relationships. Howe 
ever, if the aboveementioned watererail rates were adopted, the 
allersil rates from the ports to the Southern differential ter- 
ritory would be determined differentially on the water-rail rates. 

In connection with the proposed water-erail rates, the 

important port interests made suggestions for their own respec- 
tive benefit. Boston desired to have the same rates as for New 
York, or if it should be differentially treated, the present dif- 
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ferential of 7 cente must be reduced to 5 cents over New York. 
New York contended that it should be given the same water-rail 
rates as for Baltimore, ani if higher rates must be given be-~ 
Gause of a longer distance, the differential should be less than 
three cents, instead of the present 12 cents, over Baltimore. 
Philadelphia, now grouped with New York, insisted that it ought 
to be given a 6 cent differential under New York because of ite 
geegraphical location, if New York was given 12 cents above Bal- 
timore. Baitimore was opposed to the use of constructive mile- 
age in the making of water-rail rates, particularly if this method 
was to be applied from New York. 


(e) Other Proposals. 

The North Gexehies Corporation Commission attacked the 
carriers' scale on the ground that it would be teo high. The 
criticism was particularly concentrated upon the proposed rates 
applicable from the Ohio River crossings and the Central Terri- 
tory to North Carolina. The Commission's belief was that it 
would be more satisfactory to all interests to preserve the gen- 
eral system of grouping, rather then to adopt a complete eysten 
of mileage rates. Accordingly, several plans were suggested by 
the State Com 


mission in respect of rates to and from the North 
Carolina Territory. 

Shippers in Virginia were opposed to any scheme of 
uniform distance rates, on the ground that they were entitled 
to an absolutely favorable treatment because of their transpor- 


tation conditions which were more advantageous than in any other 
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part of the Southern Territory. Suggestions were accordingly made 
in respect of the rates concerned. : 

The Ohio River cities were also opposed to the plan of 
uniform distance rates, and insisted upon the conservation of the 
traditional policy of basing through rates upon the combination 
ef the local rates to and from the Ohio River crossings. They at- 
‘tempted to justify their position by numerous precedents and by 
reason that the transfer expenses at the Ohio River on through 
shipments were as great as the combined terminal expenses of an 
incoming anc an outgoing local shipment, and that the proposed 
joint rates represented too radical a departure from the past 
practice, and would inflict great injury upon business interests 
on the Ohio River. Their proposal was, therefore, that the local 
rate from the points of origin to the nearest basing point or 
Ohio River. crossing should be used as @ proportional rate appli- 
Gable to all other gateways, the classification applicable in 
thet territory (instead of the Southern Classification in all 
Gases, as proposed by the carriers) to govern, to which should 
be added the rate from the basing point to the destination. 

Shippers at St. Louis, Mo. were also opposed to the 
rate structure proposed by the carriers, on the ground that it 
would preve prejudicial to it, and unduly favorable to Cincinnati, 
Ohio; Loulsvilie, Kys3 and other Qhio River cities; and also of 
Virginia cities and other eastern points, because of relatively 
higher rates that would be quoted in spite of the traditional 
relationships and favorable conditions. Accordingly, they pro- 
posed through their Chamber of Commerce @ scale of rates, which 
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covered a distance up to 1,000 miles on a somewhet lower level 
than the carriers* sosle.. It would disrupt the Ohio River group- 
ing, and would place St. Louis approximately on parity with Cine 
cinnati- in respect of traffic to Alabama, and very much narrow 
the margin of the disadvantageous differentials for traffic to 
Georgia. St. Louis would be given lower rates than Louisville 
for traffic to the Mississippi Valley, and smaller differentials 
over Cairo, Ill. and Evansville, Ind. for traffic to the Caroline 
Territory. Allerail rates from eastern and Virginia aities to 
the South shall be based on the proposed mileage scale, water- 
rail rates to be fixed by the deduction of the established dif- 
ferentials from the above-mentioned allerail rates, the result 
of which would be a heavy increase in the rates from the East. 

On the whole, the St. Louis scale was designed to 
place the city in a much more favorable position than the Ohio 
River and the eastern points would be on the baeis of the scale 
proposed by the carriers. It was, of course, strongly opposed 
to by the interest of the locelities to be affected adversely 
thereby. 


ef the iron and 


The Southern Ohio Group, consisting 
steel producing centres, located near the point where Ohio, West 
Virginia, and Kentucky meet, had aleo a proposal to make in con- 
nection with the adjustment scheme in the Southern atructure. 
The proposal was that these cities should be grouped for rate- 
making purposes, rates to be calculated entirely on the basis 


of a southern scale and a southern classification, in spite of 
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the fact that the group is located within the Central Territory. 
Relationships would be established under certain differentials 
between Cincinnati, Ohio and this group in respect of rates to 
the Carolinas. To the Southeast, the group would be split into 
two sub-groups in relationship to Cincinnati, but in respect of 
traffic to the Mississippi Valley, the group would remain as a 
éingle unit, to which e certain differential relationship would 
be provided for. Generally, since the average advantage in the 
matter of distance to the Carolinas, which the group had over 

; Cincinnati, was greater than the average advantage in the dis- 
tence to the Southeast, and about the same as its average dis- 
advantage to the Mississippi Valley, the group should have a 
lesser differential over Cincinnati to the Southeast than the 
‘Gifferential to be made under Cincinnati te the Carolinas, and 
also a lesser differential, in view of the length of the haul,. to 
the Mississippi Valley. 

The Railroad Commission of Florida opposed the carriers! 
proposal to draw an arbitrary line from River Junction to Jackson- 
ville and to make rates for points south of this line on the con- . 
bination of factors to and from Jacksonville, on the ground that 
the present transportation conditions in Florida were not so dis- 
similar with those in the other Southeastern States as to justi- 
fy a higher scale of rates in the peninsula than elsewhere in 
the Southeast. The State Commission referred in ite contention 
to the favorable conditions in Florida for railway operation 
and construction, and to the fact thet the traffic and tranepor- 
tation conditions were not less favorable than the neighboring 
parts of Georgia and Alabama for which » lower level of rates 
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Was proposed. In Florida, profitable fruits snd vegetable ton~ 
nege had lately grown enormously and rapidly, and there was an 
equally profitable flow of passenger traffic to and from the 
peninsula during the winter months, to say nothing of the volume 
of traffic in lumber, naval stores and phosphate-rock originat- 
ing in the State. 

The Southern Interior Traffic Association, which cov- 
eTs all the important points of the interior western Tennessee 
and western Kentucky, urged that the mileage principle should 
predominate throughout the rate etructure, with groups of the 
smallest possible size. The seale proposed by the carriers would 
be too high 


» and must be reduced by 10 per cent., or some differ- 
ent key rates must be employed in the construction of a ecale of 
fates, so that a somewhat lower level of rates might be produced. 

The Naehville, 
interests opposed the application of any uniform distance rate 


Chattanooga, Knoxville and Clarksville 


scale, on the ground that it would disregard differences in 
transportation conditions, unsettle business by disturbing the 
existing rate structure too radically, and 
than simplify the consequent tariffs. 


complicate rather 


These Tennessee cities, however, proposed an adjust- 


system 


ment in the present structure, in which the prevailing 
would be largely conserved, and rates be adjusted in certain 
dimited cases according to relative distances. The present rates 
from the Ohio River crossings to Nashville and Chattanooga would 
be preserved, with Knoxville rates made lower because of its 


ae 
reas 
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advantage in distance, instead of grouping these points as at 
present and as proposed by the carriers. In view of distance, 
the present Cairo~Chattanooga rates would be the basis of St. 
Louis-Nashville rates, with corresponding changes to Knoxville 
and Chattanooga. The Garriers' proposed ratio from New York to 
Nashville would be reduced. Boston and New York should be 
grouped, as in the case of the rates to Louisville, Ky. The 
rates from Chicage to Nashville proposed by the carriers would 
also be lowered to the Level as for Dyersburg which is somewhat 
‘nearer to Chicago. 

However, ¢mall towne tributary to the sbove-mentioned 
cities favored the adoption of uniform distance scale rates, and 
eontended thet they should be given the advantage of their geo- 
graphical locations and should not be blanketed in = group with 
the more distant, darger ocitics. 

The Memphis shipping interests favored the adoption 
of a uniform rate scale, but, believed that the seale proposed by 
the curriers was too high. Ae regarde rates from eastern and 
Virginis cities, they should be constructed to correspond to the 

unkeline rates to the competing Ohio River cities and St. 
Louis. Water=-rail rates lower than ellegeil retes should be 


made to apply to points east, north, west and south of Memphis. 
In the opinion of the shippers, similar rates should be extended 
to Memphis. | 

ghe New Orleans interests were opposed to uniform dis- 
tance rates, believigg that they would obstruct the free flow 
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of trade and the free play of competition. If a mileage scale 
was to be adopted at all, it should we confined to short hauls 
within 300 or 350 miles, and if it was to be extended over long- 
er distance, the blooks therefor should be made very wide. Ac- 
cordingly, the Mississippi River erossings should be grouped to 
a greater extent than proposed by the carriers. Memphis, Tenn. 
should be given an advantage in distance in respect of its busi- 
ness to northern Alabama, but New Orleans ought to enjoy some 
advantage over Memphis for traffic in Georgia. For this pur- 
pose, Georgie was to be divided into three zones; a northern 
zone where the average distances favored Memphis, a southern 
zone where the average distances favored New Orleans, and an in- 
termediate zone where the distances averaged about the same. The 
intermediate zone would include Atlanta, although at that par- 
ticular point distance favored Memphis somewhst, and to this 
intermediate zone rates from all the lower Mississippi cros- 
sings should be the same. To the northern zone, Wemphis should 
have a differential over New Orleans, and vice versa in the sou- 
therm zone. As regards Carolina rates, New Orleane and Menphis 
might reasonably have the same rates to much of the said terri- 
tory, because of the long hauls involved. The proposed rates 
from eastern and Virginia cities, and also from the Central Ter- 
ritory were too high, snd should, therefore, be reduced to a 
lower level lest the traffic should be diverted to the water 


lines to the detriment of the rail carriers. 
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The Vicksburg interests agreed with the New Orlisans 
shippers on the whole. 

The shipping interests of Charleston, &. C. favored 
uniform distance rates from Virginia cities to Carolina points. 
However, they Were opposed to any rigid application of distance 
rates, particularly with reference to seaports, which distribut- 
ed traffic brought long distances by ocean, and whose rates 
should be equalized. The limit of the application of any die 
tance scals would be within a radius of 200 miles. 

Savannah, Ga. took a different stand, and favored uni- 
form distance rates, opposing the plan of making rates into 
Florida on the basis of the Jacksonville factors. 

Mobile, Ala. was for a distance scale applicable unig 
formly, but complained of the disadvantages to which it would 
be subjected on the event of the adoption of the carriers’ sys- 
tem of rates. In many cases, it did not give te Mobile the ad~« 
vantage of its geographical location. 

Charlotte, N. C. favored uniform distance rates fon 
the Virginia cities and North Carolina points to the Mississip- 
pi Valley, the Southeast and South Carolina, but opposed the 
adoption thereof, throughout all of the Southern Territory, on 
the ground that the peculiar conditions justified the zone systen 
between the Virginia cities and North Carolina points. The ship- 
pers maintained that rates from the Ohio River crossings and 
beyond should be the same to Spartanburg, S. CG. as to Atianta, 
Ga., and that whether rates to Therlotte should be higher or 
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iower than to Spartanburg should depend upon the weight which 
would finally be given in the rate adjustment to the low=-trunk- 
line rates to the Virginia cities. 

Spartanburg, S. GC. opposed the carriers! proposal and 
maintained that, in view of the distances from Cincinnati to 
Spartanburg and Atlanta, which are almost the same, they should 
be grouped together, instead of Spartanburg being included in a 
gtoup of Georgia and South Carolina points and given a higher 
Fate than to Atlanta, in respect of traffic from the Ohio River. 
The resuit would be lower rates to Spartanburg than to Charlotte 
and the points related thereto, from the Ohio River crossings, 
so that Spartanburg might be given an equal opportunity to At- 
Lanta. | 

Abbeville, Greenville, Clinton, Seneca and other ol< 
ties in the western portion of South Carolina contended that — 
Spartanburg should be included in their group, in respect of 
traffic to and from the Ohio River crossings and beyond, instead 
of giving it lower rates, because of the fact that ali the oities 
in this group had common interests, engaged chiefly in the manu- 
facture of cotton goods. | 

Birmingham and Montgomery, Ala. believed that the adop- 
tion of some uniform distance rates wag inevitable, if the bas- 
ing point systen should be discontinued. 

On the whole, these proposals and suggestions made by 
State Commissions and shippers' assodiations are indicative of 
the fact that, if distance rates are to epply uniformly, they 
must be confined in the actual application thereof to non-com- 

“petitive, short-distance = within 200 to 400 miles at the utmost - 
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traffic on etaniard lines, competitive forces to be allowed to 
plsy almost to the same extent as at present, and traditional 
relationships as between different centres of importance to be 
conserved without much disturbance. In other words, rates on 
traffic subject to transportation and market competition and 
those on weak lines will be made as required by economic princi- 
ples, in the face of a uniform distance scales. They clearly show 
that if a rigid uniform scale is adopted throughout the territory 
it will result in the complete disruption of the trade conditions 
not only within the South, but also in the Central ani Eastern 
Territories in connection with their relations with the Southern 
Territory. The time has not yet arrived for a strict uniform 
distance scale to be adopted, in view of the prevailing condi~ 
tions, which no doubt have greatly chenged from those requiring 
the basing point system in the early stages of the development 
in the South. The change will continue in respect of the trans- 
portation industry, market and population conditions, and in the 
not very distant future, the social and business situations will 
be so completely balanced throughout the territory, that the 
rate structure therein will adjust themselves approximately to 
what the distance principle requires, even without economically 
unnecessary pressure from outside entailing the destruction of 


the naturally developed sconomic structures. 


E. Approved Distance Scale. 
The distance scale proposed by the carriers was pri- 


marily designed to mest to some extent the recent tendency to- 
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wards conformity to the distance principle, but they were na- 
turally reluctant to break abruptly with the traditional and his- 
torical relations brought about in the process of the operation 
of various economic forces relative to transportation rivalry, 
market competition and their revenue requirements. Consequently, 
@ number of exceptione to the application if the sesle were pro= 
vided for in the shape of the limited distance covered by the 
scale, specific rates, groups, blankets, ¢to., to such an extent 
that the distsnce scale would in reality become a mere name, 

at least in respect of important, competitive, long=distance 
traffic. Attenpt was made to conserve the old relationships, 


but they would inevitably be more or less affected by the intro- 
Guction of the proposed scale, insomuch as a rate structure with- 


in a territory is highly organic and any artificial change, how- 
éver slight and limited it may be, will be felt all through the 
system. Shipping interests were not ai all satisfied with the 
probable effect of the scheme, in so far as their advantage 
which they had long enjoyed due to their natural locations was 
threatened. 

Neither was the Interstate Commerce Commission satisc- 
fied with the rate systems proposed by the carriers, which were 
in fact merely "modivications in large part due to the force of 
competition, to the traditional snd historical relations", which 
were very firmly embedded in the Southern Territory, and which 
it was felt by the carriers could not at this time be done away 
with. The Commission desired to introduce into the Territory 
the distance principle to the most extensive extent possible, 


din conformity to the policy materialized in the 4th section of 


the Interstate Commerce Act, and also the general trend in 
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the public sentiment which has undoubtedly been towards the more 
rigid application of the principle, although it admitted that the 
Fates proposed were beyond question "a vast improvement” in many 
fespects over the prevailing rates. The Interstate Commerce Con- 
mission, therefore, attempted to reorganize the carriers' rate 
system in the light of the distance principle, extracting fron 
the Various conflicting proposals of the carriers and others what 
appeared repugnant to the principle, and combining all the fea- 
tures deemed desirable to attain the long-wished-for object. 


i. Fundamental Principles 


The Interstate Commerce Commission started on a trenen~ 
Gous work on the assumption that the differences in transporta- 
tion and market conditions were not so great as alleged to be by. 
the carriers and interested parties, and that most of thm might 
be totally diestegarded in the construction of a logicsl rate 
structure without real disturbances of much importance. It was 
eelf-convinced that if there should take place some dieturbances 
as a result of the application of a more rigid distence rate, 
tasy ought to be endured as a sacrifice in the interest of the 
improved general rate situation, or they probably would prove 
beneficial in the long run, in that population and industry would 
be diffused evenly throughout the Territory instead of being con- 
centrated. The concentration of population and industry is a 
source of political and social evils, wiioh should be removed by 
means of the adjustment of railway charges. 

On the whole, the Interstate Commerce Commission pro- 
eseded on the belief that the local differemces did not justify 
“economically or socislly the various schemes proposed, in which 


- 
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much weight wae attached to the preservation of the iong=standing 


elationships, and that the time had matured for the radical re« 
vision of the rate structure on the basie of the distance prin- 


Giple. 

However, the Commission had, at the outset, to take cog- 
nizance of the great difficulty in its task. The area to be co 
vered in the investigation was the most extensive of sll ths 

_ areas within which adjustments of the similar nature hed taken 
place before. The prevailing rate systen in the area was the most 
complicated, and fourth-section violations and gross conflicts be- 
tween the intraterritorial and interterritorial rates were quite 
numerous, on all which the economic statue had long been settled. 
Moreover, a series of adjustments, which had formerly been made, 
Were of a local nature, and did not serve much fer the extensive 


“purpose. 


Minor differences must be entirely discarded, and a sweep- 


ing alteration was deemed absolutely necessary, based on a broader 
 gonsideration, "however difficult of attainment it might be". To 
hesitate to interfere with the statue quo, and build a crippled 
fate etructure would not last long. The rate systems proposed by 
the Carriers and others were not more than a patchework. If the 

source of complaints as to diecriminstion relative to distance 

gas to be extizpated, & Tadicsl snd wholesale changs must of ne- 

cessity be brought about. Once a controvery was apparently set 

at rest, new and unexpected eomplaintse often cropped out in other 


quarters. 
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From this attitude of the Interstate Commerce Commis- 
gion, it is clearly seen that to introduce the distence princi- 
ple is not at all based on eny principle, but solely on 4 policy 
to avoid troublesome complaints, irrespective of economic forces 
and justice. The ultimate object in the attempt of the Commission 
Was not to readjust the southern rate structure primarily on the 
distance principle, but to remove future complaints, no matter 
waether they are justifiable or not, and only for thst purpose a 
ecale of distance rates was to be devised as the only possible 
measure. The admission of the Commission of the fact that the 
task was immensely difficult implies that all the conomic princi- 
pics and requirements muet needs be ignored in order to take in : 
the distance principles. However, whether the Commission could 
proceed on this conviction and fight the ecomomic law throughout, 
or was obliged to surrender to it, is an interesting matter to 
be looked into. 

First of all, the Interstate Commerce Commission set 
down several fundamental principles to act upon in the construc- 


tion of a rate scals. 


(2) Simplicity in Structure 
Tariffs muet be prepared as logical and simple as prac- 
ticable. One of the notions underlying throughout the attempt. 
at readjustment was the simplification of the existing very com- 
plex and Almost imcomprehensible tariffs, with numerous spscial 
Classification exceptions ani commodity rates, which had been 


the constant source of complaints of discrimination. Everything 


aS 
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was to be ironed out, so that rates might be ascertained with 
the least possible unnecessary trouble, for the purpose of both 
public regulation and practical convenience. | 

| Therefore, the classification must first of all be 
standardized through the establishment of some reasonable per~ 
“centage relationships between various classes. It was admitted 
that there was no mathenatical formula on which to determine the 
percentages, but it was finally decided that l@-class system was 
to be adopted with certain percentages between the classes, the 
reasons being that, first, closer conformity should be brought 
about with the Official Classification beoause of the very in- 
timate traffic relations with the Official Territory, ani, seoond- 
ly, the Consolidation of the clessifications should be facilitat- 
ead by rearranging the existing Southern Classification along the 
common line with the other two major classifications. As a rem 
sult of the revision of the classification, and the introduction 
of definite percentage class relationships, the numerous classi- 
fication exseptsane and less=than-carlead commodity rates would 
be practically sliminated, and the convereion of the lees-than- 


Caflosad traffic into carload would bs encouraged to the benefit 
of both carriers and shippers. However, there might be cases 


where special competitive conditions would require some limited 
number of exceptions to the general rule. As regards the quan- 
tity ratings, they would be totally sliminated, for the steam= 
boast competition, which was originally responeible therefor, 
hed practically disappeared. 
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(b) Dieregard of Differences in Carriers’ Financial Con- 
ditions. 

Whatever scale of rates may be devised, each of the 
carriers concerned must derive from its operation a certain a~ 
mount of revenue, if it is to live. The financiel situations 
and requirements of the railways in the South still vary greatiy 
according to the size, location and traffic conditions of the 
systems. A uniform rate system would result in the unreasonably 
high level of revenue for the stronger carriers and in the un- 
dawful deprivation of property rights for the weaker and smaller 
roads. However, as @ result of the public sentiment for the ne-~ 
Ccessity of coordinated railway service having been enacted in 
1920 in Section 15a, Paragraph (5) of the Interstate Commerce 
Aot, with a view to bringing about territorial uniformity in 
Fates, the various railways would sooner or later be grouped 
through consolidation or otherwise, so that a uniform rate scale 
might produce profits fairly evenly to all the carriers concerned. 
Moreover, uniformity in rates would prove a stimulus to the con- 
solidation of the railways of varied financisl conditions into 
Gesirable systens of a limited number. 

: Therefore, differences of minor importance existing in 
the financial and traffic situation of the carriers should be 
largely disregarded, and some protection was to be afforded on- 
ly to those carriers which would be absolutely unable to continue 
their operation under a uniform system without seriously impasair- 
ing their corporate status, pending the grouping thereof with the 


(stronger carriers. 
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(c) Diffusion of Population and Industry 

Apart from the fact that population and industry tend 
to concentrate on such points as are favored with natural advan~ 
tages, and aiso that the railway charges to such points are 
favorably made not by the garriere concerned but under the pres- 
gure of the economic force, the concentration thereof is believed 
to breed social and politicsi corruptions. The Commission de 
sired to bresk up the concentration by adjusting the rate sys- 
tem and diffuse then evenly throughout the Territory. | 

Tae policy in this connection was that, since economic 
fates would encourage the conesntration of population and indus- 
try, and suppress the opportunity of development or st least re- 
tard it in less favored localities, they should be replaced by 
the rates which were designed to counteract the effect of natural 
advantages and economic forces, so that "legal and moral evils" 
attendant upon concentration might be avoided. As a matter of 
fact, however, the group system of rate-making often proves to 
be of service in dfffusing industry and population evenly within 
@ach group, end distance rates tend to concentrate them at the 
points which are advantageous in respect of distance, contrary 
to the ides entertained by the Commission and others. 


(4) Harmony between Intrastate and Interstate Rates 
The scel¢e which would be constructed in this investiga- 
tion applicable to the interstate traffic must be framed, so that 
it might be made applicable to intrastate traffio as well. Else 


Fecurrence of the Shreveport case would be unavoidable. Therefore, 
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considerations which appeared to be purely intrastate must slso 
be taken fully into account in the making of an interstate rate 
scale. 


(e) Coherence and Consistency 

Irregularity in a new system must be reduced to the mini- 
mum, and the inconsistencies referred to elsewhere ought to be 
aveided, so that coherence and consistency should prevail through- 
out the rate structure. Any rate thet did not conform to a seale 
would be unreasonable, and, therefore, intolerable. Once a scale 
was determined, departures must be confined within absolute ne- 
cessity, and sometime in the future the economic conditions would 
bs brought to conform te the rate structure. | 

The policy in this regard was thst railway rates should 
be so made as to control the economic situation, instead of their 


being controlled by the economic law. 


(f) Distegeard of Competitive Force 
From the economic point of view, the Gistance prinosiple 
is impossible wherever the force of competition operates in full 
sawing. The competitive transportation conditions have iately 
undergone a great change in the Southern Territory, but etill 
market forcee remain in effect in the rate situstion. If a dis- 
tance scale was to be adopted more extensively, the compstitive 
force muet of necessity be disregarded pretty thoroughly. While 
the Interstate Commerce Commission admitted that competition was 


responsible for the basing point system, hereit condemned the 
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fate system because it was not based on any scientific princi- 
pie, but it was "the product of the efforts of the freight traf- 
fic managers seeking a maximum revenue for their respective rail- 
Ways, modified to some extent by public regulation.* The Con-= 
miesion did not undertake to explain what a scientific fate struc- 
ture should be, and why it was condemnable for the railroads to 
seek @ maximum revenue, but hastened to assert thet the distance 
“principle should, therefore, be adhered to more closely. However, 
it seoms on the whole that any departure from a distance scale 
is not scientific, and therefore, it ought to be done away with. 


(g) Dependence upon Cost and Value of Service 

The Interstate Commerce Commission throughout stuck to 
the belief thet a distance rate scale was justifiable from the 
standpoint of the cost and value of service. It assumed thet 
cost increased with distance. Therefore, rates should vary ac- 
cording to distance. However, it admitted the fact that the 
cost might be lower for a longer than for s shorter haul on the 
seme line over the same direction under the seme conditions, when 
a different train was used. However, it adhered to the idea, 
on the ground that, if this fact was to be taken into consider- 
ation, a distance scale could not be constructed. Rates might 
vary with "the line, the train, the day, and the state of the 
thermometer", but the Commiseion maintained nevertheless that 
it must be taken for granted that cost increased in proportion 
to distance. It also acknowledged the fact that cost was im- 
possible of ascertainment, but it did not matter with the Com- 


mission. 
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The Commission attempted to justify the distanoe prin- 
Ciple also on the ground that rates should vary exactly acocor~ 
ding to the amount of service rendered, and the only méasure 
thereof was distance. | 

All these contentions seem to have been advanced by 
the Interstate Commerce Commission in its eagerness to support 
the extensive application of the distance principle, but they are 
highly illogical. The distance principle can never be defended 
en a scientific and theoretic basis. 


(nh) Limitation of Group System 

The Interstate Commerce Commission was naturally not 
satisfied with the group system proposed by the carriere and 
(others. In ite opinion, thsre was ao inherent commercial con- 
ditions prevailing that justified the proposed systen, but it was 
primarily intended for the purpose of revenue conservation and 
convenience. It was entirely arbitrary, based on no definite 
plan. There remained no commercial needs that required the pro- 
posed group sy stom. It was chiefly Gue to competition which had 
been greatly modified by consolidation and other forms of rail- 
way union, and the changes in industrial situations. It was 
contended by the Commission that, in the last analysis, the 
Carriere ware motivated by their reluctance to disturb the ex- 
isting conditions too radically and to break with the past too 
suddenly. 
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There would not be real disturbances of any serious 
ponseguence if a sweeping slteration was introduced, as had 
been evidenced by the past experience where adjustments broke 
the traditional groups completely. Therefore, the group system 
must be reduced to a minimum, if it should be found still neces- 
sary to retain it, by sufficiently extending the length of a 
scale to cover all the hauls, snd by eliminating the prevalent 
practice of keeping up some rates to cut others. 

However, it Was admitted on the other hand that group 
rates were defensible in the case of the commodities which were 
produced only at certain points or in restricted localities, 
where commercial conditions would be improved by common consent 
by the equalization of the points or areas of production. Groups 
and differential relationships might also justifiably be created 
in cases where they would bring traffie into competitive markets 


at relatively low rates without undue preference. But thie ade 


mission by the Interstate Cox 
and there is no drawing a line of demarkstion between this limit 


merece Commission Was ambiguous, 


and the grouping proposed by the carriers. It is only a ques- 
tion of degres. The groups and differential relationships, ) 
whZch hed long been established, were based on exactly the same 
economic reasons. The policy was merely to narrow the limits 


of the existing or proposed relations. 


148 


(i) Elimination of Joint-Line Differentials _ 

The establishment of joint-line differentials was pro- 
posed by the carriers, on the ground that joint-line cost was 
higher than single-line cost because of the extra expenses in- 
voived in the switching operations of carload Cars and the trans- 
fer from car to car of less-than-carload traffic at junction 
pointe. However, it was rejected for the reason that no attenpt 
had ever been made to estimate the alleged extra cost, that the © 
proposed differentials were the product of unguided judgment, 
and taat traffic did not always incur extre handling or operation 
at junctions. Since through traffic did not materially differ 
from local traffic in this regard, no differential should be made 
for a joint~line haul. 


8. Construétion of Seale 

The soales of rates with exosptions thereto in respect 
of specific rates, groups, blankets, etc. proposed by the car 
fiers and others, were condemned by the Interstate Commerce Come 
mission ae iliogical, unsystematio and arbitrary, although the 
system based on them was far better than the prevailing system, 
and the Commission set about the construction of a structure 
which it deemed more scientific. All the contentions advanced 
by the Commission in its oriticia were based primarily upon 
the rigid idea of the distance principle as generally discussed 
abstractly and acadenically. However, in the actual construc- 


149 


tion of s scale of rates and minor parts of the structure, the 
Commission had to admit a considerable amount of difficulty in 


the way of the application of its distance principle, in spite 
of the fact that it was quite prepared for the sudden and vio= 
lent break with the past and also for the total distegard of _ 


economic forces, as discussed previously. 


(a) Inconsieteney in Commission's Ideas 

The result of the time-consuming, ¢xhsustive investi- 
gations has been « distance scale with certain fundamentel rules 
for the application thereof, to be carried into effect on July 
the first of the present year, which will undoubtedly be not a 
littie disillusioning to the believers in the sacrosanctity of 
what they call the distance principle. The Commission attenpted 
to work out a scale on a theoretical basis, and, upon ite fail- 
ure, it had to say that there wae to be found absolutely no 
mathematical formula" on which to build a rate structure, and 
that it was impossible to devise a eystem "in any lese arbitrary 
wey" than the one proposed by the carriers.* It disapproved 
of the carriers’ system on the sole ground thst it was arbitrary, 
but ite own sCale Was no less arbitrary. The scale finally ap- 
proved after many months of painstaking studies was in effect 
@ eCale built promiscuously upon the various proposals of the 
Garriers and others with some modifications. The original level 


of rates was lowered a little, because it was too high and would 


*(P. 631, Southern Class Rate Investigation). 
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produce more revenue than at present; the length of the proposed 
scale was extended indefinitely, because it was too short; and 
the proposed groups and differential relationships were largely 
discarded, because they were mostly unreasonable. There is no 
novel feature in the Commission's own scale and the rate struc- 
ture built thereon, and the failure in the theoretical applica- 
tion of the distance principle was ascribed by the Commission to 


the "lack of cost data."* 


Tllegicality and inconsistency are traceable in this 
excuse. Elsewhere the Interstate Commeroe Commission admitted, 
in its attempt fo find out sa yard-stick to measure the railway 
service with a view to grading charges therefor, that the cost 
of service did by no means constitute a valid basis to justify 
the distance principle, for it would "vary with the line, the 
train, the day, and the state of the thermometer", and the cost 
principle was in this way discarded. Here it stated that if 
cost data had been aveileble, a more logical distance rate 
stele would have been possible. Here it laid the blame on the 
lack of cost data for its failure to live up to its theory, 
stating that cost accounting was not ecienoe, which had been 
developed or applied extensively in the railroad practice. 

The Commission had, therefore, to construct a system 


using certain key rates, and building a scale around these rates, 


5] 
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* Pp, 631, Southern Class Rate Investigation. 
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@ practice which it oriticized as illogical in the disapproval 

of ths carriers! scale. In the last analysis, the scale of 
fates, which Was finally approved and adopted, was not by any 
means the result of the application of the distance principle, 
ut a system of rates in which rates were arbitrarily made to 
progress with the distance of haul, so that the whole scheme might 
have an appearance of a rate structure built acoarding to the re 


guirements of the principles. 


(ob) Bases of Construction : 

The approved scale of rates was largely based on the 
compromise between the various proposals made by the carriers, 
shipping interests, and State authorities on the one hand, and 
the Commission's policy on the other, which had been growing 
more rigid in the application of the distance principle as an 
absolute measure to suppress complaints of discrimination likely 
to arise constantly so long as economic rate structures prevailed, 

“no matter whether such complaints were eoonomically grounded or 
not, and therefore, the conetruction of ites scale was based on 
some hypothetes, in respect of thé tapering nature of rates, the 
degree of the progression of rates, the general level of rates, 


and, lastly, the territorial uniformity in rates. 


(1) Tapering Nature of Rates 
Apart from indivicual cases, it was broadly supposed 
that rates per ton per mile should continually decrease as dis- 


tance grew, ag is generally taken for granted in the distance 
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principle. This supposition can never be proved satisfsctorily, 
as has already been discussed. However, the reasons given there- 
for by the Commission were as follows: 

First, terminal cost remained constant umer any condi- 
tions and circumstances per unit of traffic, and, therefore, even 
if line=haul cost increased uniformly with distance, the total 
charge would logically decrease per unit of distance per unit of 
traffic, as distance increased, becsuss of the thinner spread 
of the uniform terminal cost over longer distance, as discussed 
elsewhere. In thie connection, the constancy in terminal cost 
has already been put to test in the course of the preceding dis~- 
cussion. — 

Secondly, line~haul cost would decresse per unit of 
traffic, as the length of haul grew, because short-distance traf 
fic wes generally moved by way trains, which were operated local- 
iy and irregularly, while longer distance traffic was mostly oare 
ried by through trains, which were fun on regular and through 
schedule, without many stops en route except at larger centres, 
and, consequently, the operation of which cost much less than 
in thecoase of the former per ton per mile. It was disclosed. 
that traffic of less than 75 miles wee largely carried by way 
trains, and traffic of more than 150 miles mostly by through 
trains, traffic between 75 and 150 miles being moved partly by 
the former and partly by the latter service. 

The logical conclusion from the above fact Was that 
the cost per ton per mile must continuously decrease with dis- 


tance, although longer=distance haul might necessitate more fre- 
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Quent transfers en route. This supposition has also been fully 
discussed previously, on the basis of line-haul cost being im- 
possible of ascertsinment and variable very widely under diver- 
sified conditions and circumstances. 

Thirdly, line-hsaul cost must decrease per unit of traf- 
fic as distance inoreased, because of the fact that carload con- 
modities increased in volume as the distance of haul grew. It 
Was supposed in this connection that terminal and line-haul costs 
were much lower per unit for carload traffic than for lese-than- 
Garload merchandise. This hypothesis is true only in the case 
of handling both kinds of traffic under ¢xactly the sane condi-# 
tions snd circumstances. 

As a matter of fact, however, there is never such a 
Gass, but conditione and oizounstances constantly vary according 
to traffic, time, and places. The terminal and line-haul costs 
for a consignment of three tons of coal is not in most cases 
smaller than for e« consignment of 25 tons of the same traffic 
handled at the same time, at the same terminals, and moved by 


the same train over the same section of a line. 


(2) Progression of Rates 
It was first of all assumed that rates per ton per 
mile should continuously decrease with distance, because of the 
general hypothesis that cost diminishes as distances grows, and 
the next step was shown to determine the actual line of progres- 
sion in such a way as to meet the predetermined cost idea and 


the value of service concept. 
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Firet, as regards the rates for the first 75 miles, 
the eae § which constituted the rates, except the terminal 
cost, should be uniform per unit of traffic per unit of dis- 
tance, because the line-haul cost was relatively greater owing 
to the use of way trains, and also because short-distance traf- 
fic could bear a comparatively heavier burden from the stand- 
point of the value of service. The rates per unit were to taper | 
slightly as the result of the combination of the uniform shares 
in the line=haul, and the joint costs, and the constant terminal 
Gost for sny length within 75 miles. 

Secondly, the rates per unit for the intermediate length 
showed decline to a remerksble degres, because the line-haul cost 
would supposedly diminish sharply after 75 miles on account of 
the use cf through trains and the greater volume of carload traf- 
fic, and also because the value of service would require ox len 
Pates as possible. | 

| Thirdly, as regards long-distance Fates, the line of 
fates should be almost horizontally straight, with lancer blocks 
of mileage and greater diminution in per unit rates, because of 
the nature of cost and, aleo of the desirability of expanding 
the area open to transportation, by means of kesping the line 
of rate progression below the line of the value of service as 
far as possible. 

These bases do not rest on any scientific Galoulation, 
but are justifiable for practical purposes. There Would be no | 


other way of determining the curve of rates in the construction 
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any distance rate scele. 


(3) General Level of Rates 

The distance scale and the rates constructed around 
it, as proposed by the carriers, were so designed as to msain- 
tain on the whole the prevailing levels of revenue. The Inter- 
state Commerce Commission's contention was that the lower the 
devel of scale rates the fewer would the exceptions be, and, 
therefore, that in order to introduce the distance principle 
as Closely as possible the level of rates should be as much low- 
er as possible than that proposed by the Carriere. Thereby, the 
exceptione in the form of commodity rates, which were deemed by 
the carriers absolutely necessary, would be largely pita Giated. 
A lower level might acversely affect the oarriers' revenue sit- 
uation to some extent, but the unfavorable effect, if any, would 
be grestiy offset by the advantage in competition with motor | 
transportation particularly in the case of short-distance traffic. 

Therefore, for the double purpose of éliminating a 
large number of the proposed commddity rates, and enabling the 
railways to hold their position against the encroachment of motor 
carriers, the level of rates should be somewhat lower than that 
proposed by the carriere. However, just where the level should 
be drawn could of course never be scientifically determined as 
required in the distance principls, but, as a matter of fact 
it was fixed arbitrary mid-way between the level proposed by 
the railways and those proposed by the shipping interests, which 


| were far lower than the former. 
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The deficit, which was apprehendad by the carriers in 
their revenue on the basis of the approved scale, would not be 
s0 serious as to threaten their financial conditions, according 
to the calculation of the Commission, owing to the general abo- 
lition of the rates which have been depressed because of the 
traditional forces of competition, most of whion ie, in the 
Commission's opinion, not real and controlling, but merely 
imaginary. 

How the approved rate system wili affect the carriers’ 
financial situation and the general economic conditions in the 
South remains yet to be sesn. There is no reliable forecasting 
whether tae prevailing rate structure is actually unrsasonable 
and inoonsistent, and the reconstruction thereof ¢n the basis of 
the approved scale will not seriously disturb the railway and 
trade gonaitione, as optimistically belisved by the Interstate 
Commerce Commission. In other words, what good or harm the dis- 
tance rate scale will do in the South in relation to the indus- 
try, population, the general public, and the carriers can be 


determined only after it is actually put inte operation. 


(4) Territorial Uniformity in Rates 
In the opinion cof the Interstates Commerce Commission, 
the local characteristics in respect of industry, trade, dis- 
tribution, population, traffic, carriers financial conditions, 
etc. did not justify sufficiently the provision of so many spe- 
cial treatments as proposed by the carriers, but a single scale 


of rates should be made to apply as extensively as possible 
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throughout the territory. As regards the population and the 
economic aspects of the question the approved distance raises 
were supposed to result in the long run in the diffusion of what 
had long been concentrated at partisular points of natural ad- 
Vantage, so that balance would be brought about to the ultimate 
bensfit politically, socially and sconomically. In point of 
fact, the distance scale was designed to counteract the effect 
of the economic law. As regards the diversity in the carriers’ 
conditions, the Commission believed that the recapture provision 
in the Transportation Act of 1920 would effectively take care 

of the difference arising in the revenue of the different car- 
riers from the uniform application of the approved rate scale. 
Moreover, the territorial uniformity in rates would facilitate 
the desirable movement for coneolidation, as contemplated in 
the Act, to the benefit of the carriers thenmsslves and the gen- 
eral communities. 

Pending the thorough unification of the various rail- 
waye into a fewer large systems, however, it was admitted that 
somé measures should be provided for certain limited railways 
to meet the sericug situation to which they would otherwise be 
reduced by the uniform spplication of the scale rates. 

As regerds the principal main lines, there was, on the 
whole, no clear difference of sufficient importance shown in re- 
speot of the traffic densities, eosts of construction, ae operat- 
ing difficulties, between the different main lines nor between 
the main and branch Lines, that would necessitate difference in 


the rate levels applicable thereon. 
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(1) Rates for Initial Distances 

The determination of rates for the first stage of dis- 
tance, from which to start the scale, was no less arbitrary than 
in the case of the carriers! scale which waa condemned as gross- 
ly arbitrary. The initial level of rates proposed by the car- 
riers was adopted by the Interstate Commerce Commission without 
the least modification, not becauss it was satisfied with it, but 
because there was no other way available "for the time being*, 
and it was deemed "none too high" for the lst Class Traffie if 
lower rates to be given to other classes were to be taken into 
consideration. 

Thus, the initial rate for the first class Was deter- 
mined at 30 cents per 100 pounds. | 

The bases, on which the carriers fixed this 50 cent 
fate, were regarded as arbitrary and inadequate. First, the cost 
studies carried out by the railways were based on the supposi- 
tion that 90% of the entire traffic was being handled in less= 
than=-carload service, and, therefore, the studies were effected 
solely on the lese-than=-carload traffic. In the opinion of the 
Commission, however, the proportion of this cless of traffic 
Was substantially less than 90% of the entire business, except in 
the case of the traffic originating from jobbing centres. More- 
over, as explained before, a new ecale would be so goantructed as 
to encourage carloas consignments, for the purpose of economy 
in ssuention, and in the failures, consequently, the proportion 
of less-than-carload traffic would be still smaller. Therefore, 
the level determined on the basis of the cost for less-than=car- 


load merchandise, which was higher than that for oarload must be 


unreasonably high. 
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Secondly, the determination of the switching cost on the 
basis of the number of the reepective care was quite unreason- 
able for the reason that the switohing of carlead care on in= 
Gustrial tracks involved, as a rule, longer and more complicate 
ed movements than merchandise cars on freight house tracks. 
Hence, the cost of the former service was ganerally greater than 
that of the latter. 

In the case of the time basis, which was aise employ ed 
by the carriers at certain etations, no sllowrnce was made for 
the lighter loading of merchandise cars. The cost of switching 
of a car loaded with 4,000 pounds was different from that of a 
Gar with £0,000 pounde of goods in it. 

The basis of computing each lesa-than=carload car as four 
 @ars Was deemed also arbitrary. Ths oost, therefor, was not 
always greater by four tines than the cost of switching a care 
load car. 

‘Thirdly, in the allotment of the clerical cost, the cate 
Tiers did net differentiate between the smallest shipments of 
mercnandise and the largest and moet valuable consignments car- 
load treffic. The result was that the less-than-carload traf- 
fic would have to bear the greater part of the entire clerical 
cost. 

Fourthly, according to the method employed by the carriers 
in the determination of the share for the lese-than-carload 
traffic in the return on the value of the station property, from 
99.1% to 99.7% of the station facilities would be assignment to 
this kind of business, 0.9% - 0.3% only being used for the hand- 
ling of the osrload traffic. This would be very unfair for the 
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merchandise traffic, and, therefore, some other basis should 
have been employed in this connection. 

Fifthly, the number of stations selected for the pure 
pose of determining the terminal cost with a view to fixing the 
initial rates was too guall and limited, as well as the two-week 
period during which the studies Were made, to arrive at an ac- 
curate and reliable cost basis. Moreover, the methods of compu- 
tation were not standardized and uniform, varying from station 
to station. 

The conclusion of thé Interstate Commerce Commission in 
this relation Was that a dependable cost basis could never be 
secured unless the Commission itself had carried out = very ex- 
tensive investigation at many more stations under more diversi- 
fied conditions over longer periods for both carload and less- 
than=<carload traffic. 

Finally, however, the 3S0<cent level wae adopted for the 


Teasons above referred to. 


(3) Rates for Gucueeding Distances 

Now that the starting point, with which the scale was 
to commence, was thus fixed, the Interstate Commerce Commission 
had to determine the curve of fates for the succeeding distances 
of haul, but here, unfortunately, it failed to proceed in log- 
ical sequence. 

Because there was no line-haul cost figure available, 
it was "necessary to be guided, to a considerable extent, by 
the proposed rates of the carriers and shippers, and also by 


the existing rates within tne Territory". 
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20th block | 96 mileg = 100 miles $%.02 (additional tate) 
Bist 40, * -i110 " 003 
gana * 10 miles | 003 ” . 
25th block 141 miles - 150 miles .03 (additional rate) 
26th ad on - 160 * 002 -% 3 
a7th  * . 20 miles . ' . 
34th block - B31 miles a 249 miles .02 (additional rate) 
35th 241" -=360 * 203 a : 
aGth: * 20 miles ” ” ¥ 
62nd block 781 miles - 609 miles .03 {additional rate) 
oe $01 * - 626 * . . . 
64th . 35 miles 8 a io 

® @ ‘ ef 


(to continue indefinitely) 
(a) Determination of Mileage 

The logical requirement of the distances principls is 
that the distanos of baul, on which the sesle of distanos rates 
rests, should represent the actual mileage on which carrisge ie 
effected, or else ths distance rates will be reduced to 3 mere | 
name as in the case of the dietancs soales in the Central Freight 
Association Territory. However, if the distance principle is 
Garried rigidly anc theoretically, a longer route between any 
two points would Lone siels entire traffic to the shorter route, 
other things being equal, and the result thereof would be the 
compulsory retirement of the digsatvantageous route from the 


business. 
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The shorter route would monopolize the traffic situa- 
tion between the two points, driving out the longer route from 
the legitimate participation in the traffic. The railway would 
suffer from the decrease in its revenue, and the communities 
served by it would also be unfsvorably affected through the ine 
evitable increase in the rates upon thes, or if it is not possi-~ 
ble under a uniform rates systen, through the altimate withdraw- 
al fron services. In the case of these different routes delong- 
; ing to ths same system, the result would be the congestion on the 
shorter route between the two points, to the detriment of the 
failway company and the public in general. 

Even in the strist application of ths distanes prinoi- 
ple, therefore, some measures must be provided to relieve this 
Ratmful effect. In the approved plan, it was decided thst the 
Gsloulation of the distance »bstween any two points, where there 
Were more than two routes of aifferent lengths in operation, 
would be based on the actual mileage on the shortest possible 
Toute, the distances on the longer routes to be equalized there= 
with. The difficulty in thie connection is that the shortest 
route cannot alwaye hendle all traffic between the two points 
owing to its physiesl and other conditions, and, therefore, such 
poute ought to be disregarded in respect of this matter. The 
shortest workable route muet instead be made the basis of compu- 
tation in such cases as the above, but as it was practically im- 
possible to differentiats Glesriy and definitely in each case 
between the possibility and worksbility of the shortest route, 
it Waa decided that the shortest-possible-route principle Was 
adopted. 
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énother important problem in this connection was how to 
prevent the waste of transportation due to the participation of 
excessively circuitous routes in the business between two points, 
if the distance sesle is to be adhered to as closely as possible, 
a stop must be provided somewhere. However, this question will 
be dealt with in the light of the Commission's policy which has 
been in practice for years, as discussed elsewhere. 

Ae regards the determination of what constitutes the 
shortest route, the Interstate Commsroe Commission followed the 
practice hitherto in use, and it provided that for the inter~ 
change of csrlead traffic the lines or parts of lines of not more 
than 5 carriers would make the shortest possible route between 
any two points up to 200 miles, 4 carriers from 3250 to 500 miles, 
and S carriers for greater distances. 

However, where shorter routes are now in use which em= 
brace the lines of more than the specified number of carriers, 
such shortsr routes will be used notwithstanding the above pro= 
vigion. Of course, connecting lines under common ownership or 
control shall be considered as a single line, but disconnected 
portions of the came railroad system shall be counted as separ- 


ate lines in this sonnection. 


(¢) Revenue Test 
Whatever the rate structures may be, carriers must of 
necessity obtain certain levels of revenues therefrom. The re= 
sult of this test of the approved scale on tae traffic of 19384 


was thst on the interstate class traffic 3.05% would decrease in 
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the revenue, on the grain and grain products 8.78% would de= 
orease, and on the other traffic moving at commodity rates 15.7% 
would decrease, the total decrease to be 5.45%. It was expected 
however, that the uniform scale would be applied also intrastate, 
and then the totsl decline in the revenue would be lessenéd to 
1.35%. However, the above calculation was made on the basis of 
the conetructive distences of 90% of the actual mileage on the 
lines in Kentucky, Tennessee, North Cearolins, andi Virginia, and 
of 110% of the sctual mileage on the lines in Florids. But in 
the approved plan, the actual mileage basis would be generally 
adopted, with arbitraries for the Florida lines, and the short 
and weak lines would be treated favorably. Therefore, the appli~ 
Gation of the approved scale would, in the opinion of the Come 
mission, not materially affect the revenue situstion of the car- 


risrs concerned. 


3. Limitations in Application 

No matter whether of not distance rates are constructed 
logically and scientifically, the question as to how far they 
ought to be made ena) ivabie is entirely s question of policy, and 
is therefore beyond the scape of theoretical discussions. Since 
the distance principle is, as has repeatedly been exnlained, a 
product of s railway situation that hae been drawn into politi- 
cal complications, distances rates built thereupon may be applied 
rigidly over an extensive area without an exception, or compro= 
misingly with some modifications in consideration, to some axe 


. tent, of economic forces at work. A policy may be so formulated 
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as to look forward to the radical extirpation of the source 
of complaints of discrimination, most of which are in fact hone 
est and intelligent, or as to introduce a system of rates, which 
appears theoretical, in order to avoid complaints as far as pos- 
sible, without much disturbing prevailing economic situations. 
Govermment regulation of railway rates tends naturally 
enough to disregard of economic factors and to introduce dis- 
tance rate structures. However, unreasonable, and inconsistent 
the basing point, group, blanket and other send Aeatios systems 
with various rate structures built around then, they are after 
all the logical result of the interplay of the economic factors 
which are beyond the control of carriers, and give to each com- 
munity a rightful natural benefit according to its geographical 
lecation. There may of esuree be some evils, in the event of 
the laissez-faire policy being adopted in rate regulation, ow 
ing to blind instinct on the part of railway managers to secure 
at any cost as much business as possible, unreasonable pressure 
from large influentisl shippers, and others, and the railway 
regulation in respect of rates, which is primarily calculated 
to suppress such evils, is very liable to overstep its proper 
field of function and destroy the relationships created le« 
gitimately on the basis of economic necessity. 
The rate etructure as proposed by the oarriers in 
the South was undoubtedly a step forward for the conformity 
to the national policy, but it failed to satisfy the interstate 


Commerce Commission because of too much consideration given by 
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the carriers to the economic needs of themselves and the general 
trade situation, and the Commission desired to introduce the dis- 
tance principle a little more rigidly, on the belief that it 
would not in reality upset the economic situation so much as ap= 
prehended by the carriers. After all, the difference between 
the rate systems proposed by the carriers and the Commission is 
a matter of policy. No doubt distance rates are the only pana- 
ces for the extermination of the hot=bed of troublesome com- 
plaints from localities situated at a naturel disadvantage, but 
even the Commission did not believe in a distance rate scale be- 


ing sacred, as will be seen later. 


(a) Intraterritorial Limitations 

Details in connection with the intrsterritorial appli- 
cation of the approved scale were not specified, but were left 
with the carriers to be determined in accordance with the prin- 
ciples laid down by the interstate Commerce Commission with 4 
view to the more rigid adherence to the distance principle. 

The Commission regarded the sosle finally adopted as 
“on the whole a convenient, logical, and readily understandable 
method of measuring the service approved in the movement of 
Class traffic." It naturally desired the carriers to apply the 
scale of rates with the least modifications, but when consider- 
able difficulty was brought home to the Commission, it had to 
concede that there was "nothing sacred about distance rates". 

On the ground that some consideration of convenience 


and simplicity was necessary in a tariff construction, the Com- 
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mission admitted the advisability of establishing groups of sta- 
tions, but limited this rule to a much nsrrower extent than in 
the carriers' plan. Consequently, a number of stations may be 
grouped in a single unit irrespective of the difference in mile 
age, in cases where they are located within the limits of what 

is in reality a single Industrial community, yet the mileage 
blocks of the scale so fail as to create differences in the rates 
of these stations from a common point of origin, and the tates 
for the whole group are to be figured from a central point with- 
in it. All the groups proposed by the carriers that did not cor- 
respond with this policy were discarded. 

As regards departures from the standard rates, the ap- 
proved scale was not constructed on any competitive considera~ 
tion, but, as a matter of fact, competitive forces do exist still 
in the South, which ought to be taken into some consideration, 
if the policy is not to be so extreme as completely to disregard 
the economic law. The Commission recognized to some extent the 
necessity of meeting the competitive conditions through the de~ 
pression of rates, on the condition that the reduction of com 
petitive rates would not result in the benefit to one community 
to the ingury of another. The Commission did not explain this 
condition definitely. The depression in competitive rates is 
always perfectly justifiable from the economic point of view, 
so long as it is reasonable, but, at the same time, it appears 
alwaye discriminatory, giving benefit to one to the injury of 
another, from the standpoint of the distance principle. Just 
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how this problem is to be disposed of remains to be seen, but 
no doubt it will prove a source of friction among the carriers, 
shippers, and the Commission, when the scale rates are put in 
actual operation. 

However, reasonable depression in rates to meet the 
actual controlling competition was recognized in principle, and 
therefore, the scale of rates were to constitute the maximum lev- 

el but not always the absolute standard, as in the case of the 
carriers’ scale. 

The depression of competitive rates is necessarily fols 
lowed by the question of relief from the provision of Sec. 4 of 
the Interstate Commerce Act. In this connection, the nature and 
scope of the competition were not definitely specified, but they 
will be largely confined to direct-line rail competition, market 
anc water rivalry to be disregarded on the whole, in the con= 
sideration of departures from the long and short haul clause. 

For the benefit of the carriers with the communities 
served by them, and also the competitive points, relief may be 
granted to circuitous routes in competition with direct rail 
routes, without special qualifications, except where they are 
so circuitous as to result in the economic waste of transpor- 
tation or in rates not compensatory at competitive points. The 
extent of circuity will be determined according to the yard- 
stick which has been already referred to slsewhere. 


(d) Interterritorial Limitations 
Firet, as regards the relation with the Middle West in 
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the Official Territory, the carriers' contention was, on the 
whole, that a higher level of rates should prevail, due to the 
traditional combination of locals to and from the Ohio River 
erossings, and the additional cost in connection with transfer — 
operation at boundafy points. The Commission, however, did not 
accept it, on the ground that there was no sufficient evidence 
produced to support it, that the transfer cost might be more : 
than offset by the benefit of the economical and efficient opera- 
tion due to transfer from car to car, and that, even if it was 
not, the interterritorial movement did not always involve trans- 
fer operation at the River points. Therefore, the maintenance 
of a higher level between the Middle West and the South was not 
justified, except by the desire on the part of the carriers and 
shippers to avoid an abrupt departure from the past. 

Next, in order to mest the possible situation where the 
Middle West was placed at a disadvantage in competition with the 
East for traffic to the South, the most logical and simple plan 
was to et 90% Constructive mileage within the Officiai Ter- 
ritory, the allersil through rates not to be lower than the 
lowest combination of the locals. The result thereof would be 
a reduction of 11.64% in the revenue of the Southern carriers — 
according to the 1924 traffic tests, but the reduction of this 
extent might be inevitable in a just and reasonable readjustment 
of a sweeping nature. However, the above idea was abandoned to 
avoid the sudden snd serious disturbances and the reaction upon 
the carriers and shippers, which it might possibly bring about, 


The final conclusion was that the rates for the portion 
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Within the Official Territory were to be left untouched, and 4 
éifferential rate scale established for the South to and from 
the gateway points, the through rates thus produced not to ¢x- 
ceed the lowest charges worked out on the Southern scale cover 
the entire length of haul, or on the combinations of the locals 
plus certain differentials on the South. Some key rates might 
be used in this connection with the approval of the Commission. 

Secondly, as regards the relation with the eastern 
part of the Official Territory, the rate system was historically 
based on the principle of determining first the water-reil rates — 
between the port cities on the Atlantic Coast and a large por~ 
tion of the Southern Territory, on the combination of the respec- 
tive rates of the coastwise water lines and of the rail lines 
penetrating the interior from the Southern Atlantic ports, the 
&@llerail rates to be fixed differentially higher than the above 
water-rail rates. ; 

Actually, however, the rates thus determined had been 
depressed excessively in the opinion of the Interstate Commerce 
Commission, and, moreover, the Transportation Act of 1980, in 
See. 500, made it a national policy to promote, encourage, and 
develop water transportation in any way possible. Therefore, 
the rate structure, whatever it might be, must be so framed as 
to reserve 4 fair portion of traffic for coastwise steamers for 
the maintenance and promotion of their service in competition 
with the rail carriers. 

Next, the carriers proposed to maintain the group sys- 
tem in the South in the relationship with the East, but the Com- 


mission ascribed the larger portion thereof to the arbitrary de- 
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sire on the part of the railways to stick to the basing point 
method, which had greatly lost its original significance due to 
the reduction of water competition to a negligible factor. 

The final result was roughly as follows: 

First, as regards allerail rates, the construction 
thereof should be based on the application ef the Southern scale 
rates over the entire length, with constructive mileage equal to 
90% of actual distance for the portion of the haul within the Of- 
ficial Territory, to meet competition with the weter-rail rates 
from the East to the South. 

Secondly, as regards water-rail rates, the Southern 
scale rates should likewise be used for the entire distance, with 
constructive mileage on the water routes. The determination of 
| the water route constructive mileage was based on the broad idea 

that the coastwise service cost cheaper than the rail service, 
because of no construction or upkeep of roadway and track, and 
no switching in the operation of the former. Because of the 
lack of cost data, however, it was fixed largely in considera- 
tion of the traditional relationships, with references to the 
port rates and tncoidental charges, such as insurance, sharfage, 
transfer costs, etc. Thus, constructive mileage was established 
from Baltimore to Norfolk, Charleston, Savannah, Brunewick and 
Jacksonville. | 

Next, differentials were fixed on the basis of Balti- 
more for the eastern ports, such as Washington, Philadelphia, New 
York, Boston, Providence, etc., in consideration of the respec- 


tive time, mileage, terminal expenses, port-to-port rates, etc. 


aye 


i 
2 


174 


Washington was grouped with Baltimore, Philadelphia with New 
York, on differentials above Baltimore, and Boston and Providence, 
as a unit, on differentials above New York. 

Thirdly, as regards railewater-rail rates between the 
Eastern portion of the Official Territory, and the South, two 
alternative methods were adopted, rates to be calculated on either 
of them, giving the lower charge. The one was the application of 
the southern scale throughout, on the 90% constructive rail mile- 
age from interior points in the East as far as Baltimore, the 
specified constructive water mileage from Baltimore, and the 
short-line actual rail mileage in the Seuth. The other was also 
the application of the southern scale throughout, on the 90% con- 
structive rail mileage from interior points in the east as far 
as the nearest port, the specified constructive water mileage 
from Baltimore, the port differential over Baltimore, and the 
short-line actual rail mileage in the South. | 

On the whole, the national policy, which had been grow- 
ing more rigid at each opportunity, was clearly reflected in the 
attitude of the Interstate Commerce Commission in its investiga- 
tion in the southern class rate system, but the final result 
thereof is indicative of the Commission's hesitation in its last 
stage completely to sounteract the economic law, as anticipated 
by the faithful adherents of the distance principle, in the es- 
tablishment of shortest route mileage groups, arbitraries, con- 
structive mileage, and differential relationships, and in the 
final recognition of the necessity of some departures from the 
long and short haul principle, in the case of circuitous line 
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competition, although it is permitted in the Interstate Commerce 
Act. | | 
Throughout the course of its investigation, the Inter~ 
state Commerce Commiseion acted on the idea that the economic 
‘bases which had caused the peculiar rate structure built up in 
the South, had already undergone great changes, and theré was no 
longer much justification of an irregular rate system in the South. 
A sudden break with the tradition would not ssriously affect the 
situation, and, if it was disturbed, it must be looked upon ac 
sacrifice in the interest of the systematic rate structure. Very 
goon the situation would automatically adjust iteelf to the new 
rate system. Moreover, the distance rates would eerve to it~ 
fuse industry and population over the Southern Territory, where 
much political and social evil had started from the soncentra- 
tion thereof. The limitations provided in connection with the 
application of the rate scale were designed simply to bridge 
over temporarily between the past and the future. After ali, 
the Commission was to adjust the economic situation by means of 
a rate system, as is in practice in countries where railways 
are netionalized and operated chiefly from political considera- 
tions, instead of attempting to conform the rate eystem to the 
needs of the economic situstion. The Commission attempted to 
justify its stand from theoretical and sconomic reasons, but 
) its contentions seen to have often departed from logical sequence. 
After all, the limitetions provided by the Commission were the 
product of its difficult position between the compulsion of the 
economic ew and the demand of political situation. If the Com- 
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mission is to respect the economic principle, it must keep 
aside, with supervisory power to remove the actual evils 

that may creep in the rate structures, and see that the rate 
system develops naturally along the line of the economic re- 
quirements. Or if, on the other hand, it is to follow the aes 
lie notion of justice, it ought to adopt an abeclute distance 
scale, without a single exception, throughout the entire or 

a given territory of the country. Any limitation that will be 
made in the application of a distance rate scale reflects a 
compromise in the inevitable conflict between principle and 
policy. 
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IV. LIMITATION OF DISTANCE RATES 


The above discussion leads logically to the conclusion 
that what is very commonly called the distance principle is, as 
amatter of fact, not a principle, which is by no means theore~ 
tically valid nor practically advisable; that the fallacy is as- 
eribable to the mistaken notion that railway charges are under 
the control of railways, and that all discriminations are al- 
together obnoxious and repugnant; that through the conflict be- 
tween the Interstate Commerece Commission end the federal courts 
in the interpretation and enforcenent of Section 4 of the Inter~ 
state Commerce Act, the trend has been unfortunately towards the 
more rigid application of the distance policy; and, finally, 
that the result thereof will be the artificial restriction of 
the operation of the economic law to the possible detriment of 
producers, consumers and railways. 

It has been also made clear that, insomuch as dis- 
tance rates are the product of a policy, instead of a principle, 
the limitation to which the application thereof may be subjected — 
does not depend on any theoretical basis, but is variable accor- 
ding to the extent and scope of the basic policy itself. In 
ether words, the more are the railways placed under political 
considerations, the smaller wili the limitations become, and, 
conversely, the freer are the railways from political pressure, 
the more will the rate structures become economic, and, there- 


fore, complex. | 
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A. Nature of Distance Principle 

Apart from the actual method of construction end the 
necessary effects upon economic conditions, it ie true that the 
distance rate soale appears "simple, mathematical, symmetrical, 
equitable, and satisfactory both to shippers and railways," but 
the preceding discussion leads to a contrary sonclusion. It is 
impossible to defend it either from the theoretical or practical 
point of view. If it is supportable at all, it is only on a 
political basis. Even faithful followers admit that it is neces- 
sary to consider to some extent the economic conditions under 
which the rate system is applied, and group rates, concentration 
rates, special contract rates, or other exceptional rates, may 
be unavoidable, if communities and carriers are to be protected 
from a serious harm resulting from the application of distance 
rates. ; 

On the nationalized railways, distance rates are invar- 
iably in effect, not because they are economically juetifiadie, 
but because of the political necessity of suppressing complaints 
ef discrimination. Undoubtedly, the distance policy is the mest 
effective weapon for this purpose, for the principle, that dis- 
tance should constitute the only yardestick with which to mea- 
sure the quantity of service and the charges should vary in ac- 
cordance with the service rendered, is sufficient to stifle any 
complaint arising in connection with the economic law in respect 


ef competitive forces and carriers’ requirements. 


B. Failacy of Distance Principle 
: The so-called distance principle is in reality not a 
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principle, but the distance scale is invented chiefly for poli- 
tical reasons, but, unmistakably, the prevailing popular no- 
tion of justice favors it as the most reasonable and equitable 
rate system. The fallacy is ascribable to the erroneous idea, 
which seems to prevail extensively as be aentene rate struce 


tures and discriminations involved therein. 


1. Economic Rate Structures — 

The contention that the prevailing rate structures 
are arbitrary and inconsistent is supportable only if the fact 
ie ignored thet railways are subject without exception to com- 
petition with rival carriers and among producing and distribut- 
ing centres. As a matter of fact, however, any rate systen thet 
‘exiete is not at all arbitrary, but the result of the nicely 
balancec commercial conditions whieh sre completely beyonc the 
control of railways. Without unnecessary interference from out- 
side, the interaction of competitive forces has led, and will 
lead, to the formation of economic rate structures yielding 


beneficial results for the people and industries at large. 


@. Diseriminations 

If competitive or trade conditions require the depres- 
gion of rates, rates must of necessity be made to conform to the 
requirements, which have no relation whatever to non-competitive 
Tates, in order to make it possible for the greatest volume of 
commodities to find so market. Traffic, that cannot find a mar- 
ket unless it is handled 500 miles at the same rates as for 50 
miles, must be handled S500 miles at that rate. There is abso- 
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iutely no injury to any party concerned in the depression of the 
SOC mile rate, but, on the contrary, it results in the benefit 
of the producer, consumer, carrier, and also of the shipper at 
the non-competitive point, for the increase in the tonnage for 
the carrier will ultimately bring about the betterment of the 
service and the reduction of the general level of rates. 

Railway rates are fundamentally discriminatory in na~ 
ture. Even in a distance scale, the rates vary with distance, 
volume, and character of traffic, and in an economic rate sys- 


tem such discrimination prevails to a greater extent. However, | 


| 


Giscrimination may or may not be justifiable; so long as rates 
are made on economic bases the discriminations are reasonable 
and justifiable, and, if not, they are condemnable. 

Any economic rate system is attended with necessary 
evils, according to F. H. Dixon, and most of the discriminations 
are perfectly honest and intelligent, with very few unjust rates, 
according to B. R. Meyer. (Publications of American Economic 
Association, 3rd Series, Vol. VII, p. 61 et seq.) 

it must be admitted, however, that in the case of a 
thorough economic rate system, there may possibly be misadven- 
tures ang blunders on the part of rate makers, due to the influ- 
ence from powerful shippers, compromise between competitive in- 
terests, eto., which will result either in extortion from de~ 
fenseléss shippers, transportation waste, ox sel todansvickinn. 
But it certainly does not Gall for the absolute necessity of 


the provision of the 4th Section of the Interstate Commerce Act. 
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These evils can adequately and effectively be dealt with under 
the 2nd and 3rd Sections thereof. In other words, if the Inter- 
state Commerce Commission is allowed to function properly, there, 
is no necessity whatever to take a positive step in enforcing 
the long and short haul clause, and introduce distance scales 
in deféance of the economic law with consequent unnecessary dis- 
turbances in the trade situations. Nothing could be more fool- 
ish than the enactment of legislation which would unnecessari- 
ly interfere with the development and operation of the commer- 
Glial agencies, which are possible only in economic rate struc- 
tures with diacriminations both justifiable and beneficial. 

In the construction of the southern class rate scale, 
the Interstate Commerce Commission attempted to justify its at- 
titude on the ground that the conditions had greatly changed, 
and that the prevailing rate structure would tend all the more 
to the concentration of trade, industry, and population. How 
ever, the former $idndsi is largely a matter 6+ eaaieinnt opin- 
ion, and, as regards the latter, it seems to have regarded the 
‘phenomenon as the result of the rate system instead of making 
the actual condition responsible for the rate seridbir’: it is 
indicative of the tendency towards the injection to a growing 


extent of political factors in the making of rates. 


Cc. Courts’ Attitudes 

The attitudes assumed by the federal courts in the 
policy adopted by the Interstate Commerce Comrission have varied 
very widely, but, on the whole, they seem to have had as much 


regard as permissible under the Interstate Commerce Act to the 
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economic law operating in the making of rates. 

In the opinion of the federal courts, “all the circum- 
stances and conditions, which reasonable men would regard as af- 
fecting the welfare of the carrying companies, and of the pro- 
ducers, shippers, and consumers, should be considered by a tri- 
bunal appointed to carry into effect and enforce the provisions 
of the (Interstate Commerce) Act". There are numerous cases 
where the courts overruled the Commission's orders to enforce 
the distance principle rigidly, taking into consideration the 
competitive forces, both transportation and market, to which the 


railways were subjected, 


D. Interstate Commerce Commission's Attitudes 

The attitude ef the Commission is of course under the 
control of the Interstate Commerce Act and also of court decis- 
ions, and it is not allowed the free play of its discretion, but 
it seems to have had no permanent policy in ite enforcement of 
the provision of Sec. 4 of the said Aet. At one time it took . 
very stringent attitude, contracting the scope of competition, 
which justified the departure from the long and short haul clause, 
to only that with carriers outside of the Commission's control, 
and at another it suddenly became very generous and expended it 
to market and transportation competition of any kind, giving 
each time some reasons or other for ite different decisions. 

On the whole, the Commission acted at first on the 
laissez-faire policy, and the principle was to "give each commmn- 


ity the rightful benefits of location... to keep different 
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commodities on an equal footing, so that each should circulate 
freely and in natural volume". (1 1.C.C. 100) 

Later, with the change in the 4th Section of the Act and 
the continuous cropping out of complaints of serious nature, the 
Commission began to alter its former lenient, hande-off policy, 
and interfere apparently out of desperation, with rate structures 
on a more Figiad basis, Its decisions were often "diametrically 
opposed to the statesmanlike spirit in which the federal court - 
construed the Act and weighed the evidence and suits brought under 
the Act". (163 U.S. 334) : 

The attitude of the Commission has since grown more and 
more rigid, and the extent ef the relief allowed from the long 
and short haul clause has been rapidly narrowed until it was con- 
fined to actual water competition of controlling force, and di- 
rect Fail-line competition, with scant limitations, market con- 


petition to be largely disregarded. 


E. Trend of Policy 

Under the provision of the 4th Section of the Interstate 
Commerce Act and the pressure of the public sentiment, the Inter- 
state Commerce Commission has been inclined to the more strict 
application of the distance policy. The change in its wink tae in 
the enforcement of the 4th Section has been, as discussed before, 
to remove complaints of discrimination, and not by any means 
based on commercial considerations, in spite of all the various 


reasons given by the Commission in its attempts to justify its 
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position on economic grounds. The necessary result of the poli- 
cy has been the graduel introduction of distance rates of a more 
or less extent at each adjustment of the rates complained of. As 
leng &s an economic rate system prevails, the settlement of a 
complaint of discrimination is quickly followed by another, and 
there is no end of it, for the structure is highly organic and 
very sensitive of even the slightest interference from outside 
at any point of it. The only effective measure to put a per- 
manent stop is to adopt distance rates sweepingly over an exten- 
sive territory. If it is the intention of the asrenad policy 
to suppress the source of complaints once for all, there is no 
good reason why distance rates should not be universally intro- 
duged in the most rigid manner, and why the Commission should re- 
main wavering from this side to the other, giving conflicting 


reasons in its adoption of distance rates. 


F. Effects of Distance Rates 

The only benefit derivable from the introduction of 
distance rates in place of economic rate structures is the per- 
manent removal of the complaints of discriminations, which can~ 
not be effected satisfactorily and completely under the provis- 
ions of Seo. 2 and 3 of the Interstate Commerce Act. However, 
evils following the adoption of the distance principle are legion. 

First, the distance policy rests on the total or par- 
tial disregard of competitive force on railway charges, and, there- 
fore, the adoption thereof naturally reeults in the complete or 
partial restraint of legitimate competition, upon which the United 
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States and Great Britain have long relied for the healthy de- 
velopment of industry and commerce. Apart from the question 
whether competition is a dependable measure of sutomatic regula- 
tion as is generally believed to be, the introduction of the 
distance principle will no doubt bring about a radical departure 
from the traditional policy of the euantees 

Secondly, since the charges in « distance scale very 
only with distance, the natural rights of favorably located com- 
munities will necessarily be disregarded. Rates at competitive 
points must be higher than at intermediate places, simply because 
eof their longer distance, and the result thereof will be the de- 
privation of the competitive points of their natural, economic 
advantage, the withdrawal of the railway from the competitive 
traffic, the reduction in the revenue, and lastly the inevitable 
inerease in the general rate level, or, if it is not possible, 
the deterioration of the service and the final collapse of the 
railway operation. The aivantage in shorter distance is cer- 
tainly given to intermediate localities in a distance scale, but 
what will be the actual benefit to them after all? 

Thirdly, the primary function of a railwey operation 
consists in the overcoming of distance and creation of place 
utility. A distance scale may be so constructed as to allow the 
flow of traffic within a fairly large area, but there is a lim- 
it somewhere. The curve of rates is to rise continuously, how- 
ever slightly and gradually, till it reaches hus maximum limit 
set by the value of service, and the transportation facility 
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will be denied to longer-distance traffic. The free and cross 
_gurrent of traffic will be greatly hindered by distance rates. 
The question of the waste of transportation can justifiably be 
considered only in countries where balance prevails fairly 
throughout in industry, trade, and population. In the United 
States, covering a vast territory, with sparse population con- 
centrated at economically strategic points, and industrially 
divergent local peculiarities, the long-distance conveyance of 
traffic particularly low-grade commodities, and the cross flow 
of merchandise seem to serve the best interest of the communi- 
ties at large. The result of the distance policy will be the 
limitation of traffic and market, and the ultimate advance in. 
‘the general rate levels. The producer will be cut off from 
market, the consumer will be driven out of supply, and the car- 
Tiers will be left with insufficient revenues. 

Further, if the passenger fare system were so framed 
as to encourage long distance and interurban travels by means of 
the adoption of an economic fare system, in place of the present 
uniform mileage basis, much benefit would be obtained political- 
ly and educationally, as well as a great financial profit accru- 
ing to the railways, which have lately been suffering a growing 
loss in passenger traffic owing to motor competition. 

After all, the problem of the limitations of distance 
rates is a question of the policy itself, which attempts to in- 
troduce the distance principle, and any outside interference 


with the economic rate structures will result only in the ir- 
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revocable damage to the carrier, consumer, and producer. 

When and where trade, industry, and population have been suf- 
ficiently diffused, and competition as between carriers and 
markets has become a negligible factor, the rate structures 
will grow approximately on a distance scale without the least 


pressure from the third party. 
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PART TWO 
PARTICULAR PROBLEMS 


I. INTRODUCTION 


In the discussion of limitations of distance rates, 
general outlines have been given, with a view to showing in 
brief that what is generally called the distance principle is 
not in reality a principle, but a policy formed as a result of 
Yailway ppobiems being involved in politics, and that limita- 
tions, if they are to be provided st all in the application of 
distance rates, depend, not on any theoretical basis, but on 
the scope and extent of the policy itself. 

In order to demonstrate the impossibility of the dis-. 
tance principle in more detail, an enalysis must be made of the 
formation of an existing rate structure, the cost and the val- 
ue of service, the force of competition, and the effect of regu- 


lation. 
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II. FORMATION OF EXISTING RATE STRUCTURES 


In the intelligent and reasonable disposal of railway 
charges, the fact must not be overlooked that they have never 
been the product of any definite plan or theory from their in- 
trinsic nature, but the result of natural development in the 
course of the successive changes that have been undergone in 
the population, industry, and trade of 2 country, in many cases 
subject to public regulation which was often unnecessary and 


unjustifiable from the economic point of view. 


A. Natural Development 

Historically, railway charges were originally mace 
according to the ability and willingness of traffic to pay, 
to divert principally high-class traffic from the eariier means 
' of conveyance, namely, stage coaches, wagons, boats, etc. Char- 
ges oreated in this way in their infancy gradually developed 
through the process of the constant elaboration of the original 
tariffs, into a comprehensive structure, by the successive in- 
troduction of lower and lower charges to secure new traffic of 
higher grades over new areas. The railways had to compete 
with their rival carriers to build up business, and supply ade- 
guate service to meet the growing demand of the communities they. 
served. Each individual charge was naturally made to fit to 
the particular situation, and rates were established, which 
yielded as a whole a required amount of revenue to the railways, 
though, economically speaking, cost was adjusted to revenue, 


instead of revenue being regulated by reference to cost, as in 


ilo paw Coldw mo: 


> ey 16 4 


sted evies 


190 


any enterprise subject to competition, and which, at the same 
time moved traffic freely and extensively. In other words, 

the rates, which were made in the process of the interplay of 
various conditions both on the demand and supply sides of the 
service, grouped together to constitute a rate structure. 
However Lerequlet) inconsistent, and unressonable it may appear, 
it is no doubt economic, and as long as the economic law is ac- 
cepted, such rate systems as the above must be taken for granted 
unconditionally. 

Inasmuch as railway charges are not a matter of mathe- 
matical formulae, but have bsen built up in the trial and error 
process over a number of years to eetitore to the logical results 
of the operation of constantly varying numerous factors under 
particular situations, it is absolutely impossible to recon= 
struct anew a rate system with any degree of reasonableness and 
justice. Any attempt in that line would be simply arbitrary. 

If all the tariffs were destroyed, all the knowledge 
thereof wiped out, and a group of men were charged with the > 
task of the construction of freight tariffs covering the move- 
ment of innumerable items between an indefinite number and com- 
bination of points, under the existing industrial and competi-~ 
tive conditions, it would be expecting the impossible to hope 
that, within any brief period, a workable system of rates could 
be devised. To tear down an "arbitrary and unjustifiable" rate 
structure and to abebiiet a "reasonable" one in its place, in 
order to please some sections of the people who are deaf ‘to 


economic reasons, would be to build up a more arbitrary and 
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unjustifiable rate structure. 

Charges of private railways are subject to public con- 
trol in all the civilized countries, but under intelligent regu- 
dation, where public authority is to be exercised only in the 
event of charges being made arbitrarily in contravention to the 
economic law, they are made in accordance with the universal law 
ef supply and demand. They are determined, so that the individ- 
ual charges in the end may more than cover additional costs, 
although they are not accurately ascertainable, and they, as a 
whole, may yield a reasonable amount of revenue, each charge be- 
ing differentiated to move the traffic according to its ability 
or willingness to pay as the case may be. The constituent fac= 
tors are diverse, but none of them has much to do with the dis- 
tance of haul. An economic rate structure is and ought to be, 


therefore, largely independent of the distance eiement. 


B. Types of Structures 
Rate structures have each developed in conformity to 

the particular social and economic conditions, often subject to 
contra=-economic interference from public authority, but they may 
be classified into several different types according to their 
main features. 

bh. Equal Mileage System. 

| There is an equal mileage rate system, in which rates 
per unit of traffic per unit of aisthads: as, for instance, rates 
per ton per mile or 3/4 mile, etc., remain constant over the 


whole distance. 
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This type of rate structure is by no means grounded 
On any economic reason, for either the cost of service or the 
ability and willingness to pay does not justify the flat rates, 
and the only basis on which it rests is the mistaken idea that 
equality is equity, in which distance is regarded as the only 
measure for the service rendered to detexnine the charges there- 
for. On the contrary, it is neither fair, as is often believed 
for the cost of service does not remain constant but varies 
“according to the physical and commercial conditions under which 
particular service is rendered, nor feasible for important traf~ 
fic, for it heavily penalizes the longedistance, low=—class, com= 
petitive conveyance. Therefore, it is permissible only for ) 
political reasons to suppress complaints, or for the sake of 
simplicity in the calculation of charges. In the latter case, 
however, it does not operate satisfactorily unless the traffic 
40 which it is applied is insignificant in the whole business, 
or ig not much affected by the amount of charges imposed thereon, 
as in the passenger situation of the American railways. 

In Prussia, the rates for five of the wagon~load 
Glasses remained constant per ton per kilometre over all the 
distances, but the actual application of this flat system was 
greatly limited through the establishment of a number of excep= 
tional rates to relieve the situation. In the passenger fare 


structure, the flat system is likewise adopted, as follows: 
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Per kilometre (pf.) Class 
7.0 ist 
4.5 end ‘ 
3.0 ord 


2.0 4th 


To the fares thus dobexniaed will be added taxes vary- 
ing from 5 pfenigs to 8 marks according to the amount of fares 
paid, and the classes of service. 

- In Great Britain, statutory schedules of goods rates 
were revised for all the railways in 1891-1892, in which max imum 
fates were established on the equal mileage basis. However, the 
"bonus mileage” was allowed for the sections of line which had 
cost comparatively heavily in construction, for instance, the 
Severn Tunnel, and the Forth Bridge, as is the case with the 
constructive or traffic mileage in other countries. Moreover, 
the statutory schedules have never operated in practical cases, 
for the actual rates have always been much lower in almost all 
the cases than the statutory levels. 

The passenger fares are also nominally subject to the 
flat-system with the shortest-route principle, but it is appli- 
cable to very limited cases in remote localities with light 
traffic and without competition, practically all the fares being 
made on economic bases with the statutory maxims. 

In America, whers the passenger traffic constitutes an 
insignificant portion and people generally do not care for prices 


so much as speed, comfort and luxury, the fare system rests 
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invariably on the flat principle, with only a few different 
levels throughout the country. 

an Tapering Mileage System 

| There is the tapering mileage rate system, which pre-. 
vails mors extensively than the equal mileage system, and is 
adopted ve principle on all the railways in the countries where 
they are nationalized or subjected to stringent regulation. 
This system is not also based on economics grounds, but has 
some advantages over the former in theory and in practice. 

The theoretical support, which is in reality imaginary, 
is that it costs a great deal less to carry one ton 100 miles 
than to carry 10 tons 10 miles, though in each case the process 
is expressed as the carriage of 100 ton=-miles, because in long 
hauls more mileage is gotten out of engines, cars, train staff, 
etc., than a number of short hauls, which necessarily involve 
waits between; engines and cars are better loaded; traffic is 
spread more evenly over the length of the line; and the termi-= 
nal costs are distributed over more miles. 

The practical benefit derivable, as contrasted with 
the flat system, is that commodities and persons can thereby 
be moved over longer distances than otherwise, because traffic 
becomes less and less able to bear charges as each mile is 
traversed. The lowersgraded the traffic, the,shorter will be 
the field available for transportation, and, moreover, even 
higher=class traffic does not show any regular arithmetical 
progression in its ability to pay. 


In Great Britain, a schedule of regular rates is 
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provided in each railway company with soms reference to the 
atatutozy levels, in which the tapering system is adopted, 
although it is no more in actual operation than the statutory 
Tates, except for certain insignificant, non=eompetitive, 
local traffic. 

In the Midland Railway schedule of regular rates, 
the per ton per mile rates are as follows: 


Classes For lst For next For next For greéater 
20 miles 30 miles 50 miles distance 


de de de de 
A 1.15 0.90 0.45 0.40 
B 1.35 1.00 0.80 0.50 
c 1.80 1.50 1.20 0.70 
1 3.20 1.85 340°. © lato 
2 2.65 3.30. © 2.80 1.50 

is 3.10 3665 2.00 1.80 
4 3.60 3.15 2.50 2.20 
5 4.30 3.70 3.25 2.50 


The passenger fares are quite economically con= 
structed, as said before, and are not affected by the statu-= 
tory levels, nor by the regular rates, in the majority of cases, 
which the railway companies have established as standards. How- 
ever, the tapering system has been adopted in principle in the 
fares for special services. For instance, the trader's ticket 


fares diminish per mile as distance grows, as follows: 
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lst Class Annual Trader's Season Ticket 


Miles § Rates Per Mile (Shilling) 
30 9.53 
50 7.92 

100 6.71 

150 : 6.09 

200 5.50 

250 4.84 

300 4.40 


In Germany, the equal mileage system was long adopted 
in principle for freight rates, but in 1921 the system was com — 
pletely superseded by the tapering method. 

S$. Zone System 

There is the zone sy stem of rates, titan resembles 
verly closely the group system in that stations in a certain 
“area are given the same rates irrespective of distance, but 
which is tenhnically distinguishable from the latter, because 
there are definite distance relationships between zones while 
distance is not the major consideration in the establishment 
of different groups. 

Under this system, distance is measured in large units 
er "zones", instead of in single miles or otherwise, and the 
charge for the conveyance of a particular shipment is the ene: 
where the shipment is dispatched to any point within a zone, 

a second and larger amount being charged for a shipment to any 
place beyond the first zone, and within a second zone, and so 


forth. 
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If zones are comparatively small units of distance, 
they are generally termed as "blocks", and they are employed 
more or less in any system of rates and fares for the sake of 
simplicity in tariffs, accounting, printing of tickets, etc. 
This is not a question of principle, but largely a matter of 
administrative convenience. 

The only disadvantage of this system is that, where 
the zones are relatively large in size, and the rates there~ 
for sharply vary at each zone, the nearer points are particu 
darly at a disadvantage as compared with the farther points 
in the same zone, and the farther points in a zons are accor- 
ded an unproportionately favorable treatment than the nearer 
points in the succeeding zone. 

In Prussia, the passenger fares are basec on the flat 
system, as stated before, but the fast train fares are deter= 
mined by adding to the ordinary equal kilometric fares the sup=- 


plementary charges which are fixed on the zone system, as fol 


Lows: 
Supplementary Charges for Fast Train Fares 
Kilometres lst & @nd Classes rd Class 
i~w75 50 pf. 25 pf. 
76-150 100 * 50 * 
over 150 200 " 100 " 


(Fares for trains de iuxe are lst class fast train fares 


augmented by 30%.) 
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On the Austrian State Lines, the slow passenger 


train fares per 10 kilometres were as follows: 


Zones lst Class 4nd Class rd Class 
(hellers) (hellers) (hellers) 
let 15 zones ( 1-150 kms.) 84.00 50.40 28.00 
aoa C* . (151-300 kms.) 81.76 48.16 25.76 
3rd 30 . (301-600 kms.) 78.40 44.80. 22-40 
Remaining zones (over 600 kms.) 73.92 40.32 17.92 


On the Hungarian State Lines, the entire length nas 
made up of 3 short-distance and 16 long-distance zones, for 
the purpose of determining the passenger fares, the zones ten= 
ding to increase in size with the growth of distance, and all 
distances exceeding 400 kilometres falling in the last zone. 
This system dates back to 1889, and later several changes were 
made, each time in the direction away from the postal uniformity. 

In Italy and Russia, the zone system prevails exten 
'gpively in principle. | 

In America, this system is adopted in every case where 
distance tariffs are in effect, under the term of the block sys- 
tem. The most conspicuous is the system of the parcel post 
rates, which are fixed in four great zones. 

In Great Britain, in ordinary cases the goods rates 
are economic, but, according to the maximum rates for conveying 
milk by passenger trains under Division I of Part V of the 


Railway Rates and Charges Order Confirmation Acts of 1591-1892, 
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the maximum milk rates are as follows, per imperial gallon: 


d. 
Under 20 miles 0.50 
Above 30 and under 50 miles 0.60 
‘=o. « we | 0.70 
Jie, Whoted ne Cael | 0.90 
» top Wn gs 1.00 
" 150 , : 1.20 


Parcel rates by passenger trains based also on the 


zone system, as follows: 


1 mile = 30 miles : 6 de per 24 lbs. 


31 miles = 50 miles i 8. . 2 i 
51 miles =- 100 miles +2, 06..8 .4:..% 
101 miles and above BB» .. " 


Passenger fares for certain special services are 
* fundamentally based on this system, as, for instance, in the 
Case of the weekly tickets in use in the neighborhood of cer-= 
tain large urban areas on the Great Central Lines of the Mid- 
land Railway. 
4. Group System 

The group system is a system under which a number of 
stations are grouped into a single unit to which one rate is 
given. The only difference, if there is any at all, between 
the preceding system and this lies, as discussed before, in 


the fact that in the group system there is no distance element 
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as primary consideration between one group and another opeuss 
' or stations outside of the group, although some differentials 
are often established between them roughly on the nnekn of 
mileage. 

This system has come into being to mest the necessi- 
ty of equalizing several ports or towns among which competition 
exists. In order to keep different localities on equal terms 
in competition, and enable the rsilways serving then to parti- 
Cipate in the respective business, the rates to and from such 
points must of necessity be blanksted. It is one of the eco- 
nomic rate systems, and, therefore, it is far from the require- 
ments of the distance principle. Although, in this system, 
complaints may and actually do arise from shippers at the 
nearer points in a group, in the cage of output going all in 
one direction: to wie Erotp area, who are apt to think, quite 
erroneously, that the railways are depriving them of what they 
call "the natures advantage of their geographical situation." 

However, the advantage of the group system is posi- 
tive and substantial. In addition to simplicity in the tar- 
iffs, producers and buyers can thereby send and get their sup- 
plies to and from the different points within a group on equal 
terms, and the railways concerned can all participate in the 
traffic on the same footing. Legitimate competition can be 
kept alive between the trade centres and also between the rail- 
ways. Wherever economic rates prevail, the group system is 
in practice to a more or less extent according to the compe- 


titive conditions. 
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S. Postage System 

There is the postage system, which is the extreme 
form of the group system, in that it entirely disregards dis- 
tance and the charge is absolutely the seme for particular | 
traffic however far it is carried within « vast territory or 
over ei entire railway system in e perticular earea. 

: This system is simpler and more equitable then any 
other rate system that can be éevised, provided that. the cost 
of service at both ends is by far greater than the ectusl cost 

of conveyance. In the case of letters, the cost of conveyance 
constitutes only « fraction of the total cost, which is in- 
curred mainly for collection, sorting, and distribution, and, 

‘therefore, this system is justifiable. Moreover, the charges 
for letters are so amall in amount that it is not feasible to 
grace them according to distance, or otherwise. 

If the postal system is universally adopted in the. 
fixation of railway rates and fares, the short-distance traffic 
will be greatly penalized, and will not be allowed tis move 
freely. However, in the case of shortedistance railways, such 
as urban transit lines, where the line-haul charges are stecat 
uniform, and the absence of differentiation in rates does not 
much affect the willingness of traffic to pay, this system may 
work adventageously. 

In América, practically all the city transit railways 
adopt the uniform fare system at least within the urban limits, 


but they are confronted with a menace of competition particularly 
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for shorteredistance traffic in the event of the necessity of 
.faising the levels of fares. : 
; Not only in America but also in many other countries, 
the postal system prevails in their elevated, surface, and under- 
ground city railways, becauss of the economic and practical rea- 
sons. | 

in London, however, the zone system has been adopted 
in the underground anc surface railway systems. In the early 
period, the Central London Railway charged the uniform rate of 
@ pence, anc the result was the diversion cf shorter-distance 
traffic to buses. The Piccadilly Railway, which wae built later, 
adopted the sone system, in view of the failure of the former 
railway, and the entire reilway fares on the London railways 
have since been based on zones. 

It goes without eaying that the postal eyetem of rates 
Cannot by any means be applied to a large railway system. 

G6. Economic System 

The form of the economic rate system cannot be described 
in a eimple and definite manner. The system, in which all the 
Pates and other charges are determined according to the ability 
and willingness of the traffic to bear, with incidental refer- 
ence to the requirements of the additional coet principis, the 
revenue of the traffic as a whole,-so that traffic may move 
freely over a long distance, is economic. In it distance is 
oniy « very minor factor, for it affects very little the cost 


of service of the ability and willingness to pay. The struc- 
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ture based on the economic system is the combinetion of equal 
mileage, tapering, zone, group, and possibly other charges, and, 
therefore, it is only too natursl that it appears highly comphi- 
cated and irregular. Essentially, the economic system of rates 
does not rest on any particular type but on any bacis that works 
best. If it is to be condemned because of its appearance ef 
complexity and irregularity and, therefore, of its unreasonable- 


ness, then the economic law must be condemned as "unreasonable." 
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iil. COST OF SERVICE 


A distance rate soale, developed logically from the 
distence principle, cannot be supported on practice, equity, 
and justice, unless cost is ascertained as the sole basis 
thersof. Any attempt to construct a theoretical rate structure, 
ae required by the distance principle, must necessarily result 
in a complete failure and end in a ecale of rates which is by 
far more arbitrary and unreasonable than any rate eystem evolved 
| in the process of the interoperation of various economic fac- 
‘tors. Since the Interstate Commeroe Commission ascribed the 
failure of its reosnt investigation of the southern cless rates 
to build a more reasonable rate structure baged upon the aga~ 
cemic distance principls to the leck cf cost data, it seeme to 
have believed in the possibiiity of the principle, only if cost 
Gata had been available, although it quite contradictorily ad- 
mitted that cost would vary with every possible difference in 
the conditions and circumstances under which traneportation is 
conducted, so that it could by no means be made the basis of a 
Gietance rate scale, and contended that railway charges ought 
to vary with the amount of service rendered, as measured by 
the distance covered. 

Railway cost is not so eimple in Character and compo= 
sition as it is generally amntued to be. It is composed of 
innumerable interrelated items of expenditures for the benefit 


of all or a large part of the traffic, and it is, therefore, 
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absolutely impossible to ascertain, even approximately, the 
cost of performing service for any particular group of traffic 
under each varying condition and circumstance. Not only is it 
impossible to ascertain the cost of individual services for the 
purpose of determining particular rates, but, on the whole, it 
is very little related to distance. The entire cost fundamen- 
tally depende upon the physicel property used and the total 
volume of traffic handled. The cost ascertainment is possible 
toa certain extent oniy in connection with the establishment 
of some comparative relationships between different groups of 
traffic. 

Cost, on the basie of which alone the distance prin- 
Giple is supported, onn never be justifiably meade the ground 
for the determination of fair and equiteble railway charges, 
“because it is beyend possibility to ascertain the expenses in- 
curred in connection with the hencling end moving of particular 
groups of traffic, owing to ite being composed of joint anda 
edditional factors; and also because such expenses, if escer- 
tained, vary with the total amount of traffic handled, owing 
to its being composed of constant and variable factors. State 
ed otherwise, the character and nature of the railway cost, 
consisting of constant and variable factors and also of joint 
and sdditional factors, all of which correlate with one another 
inseparably, make it absolutely impossible to constitute the 


basis on which a reagonable rate system is to be constructed. 
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A, Diminution in Cost 

Railway obusinese is primarily eubjeet to the economic 
iew of increasing returns or diminishing cost. The cost in= 
curred in connection with the performance of service dees in- 
créase With the growth of the traffic, but in s smaller ratio, 
and, consequently, the average cost per unit of traffic aiming 
Sehee.ne the traffic increases, up to a certain point from 
which the developed traffic cannot be handled with the existing 
facilities. A isrgée amount of investment is abruptly required 
adequately to carry on the alresdy expanded business, and the 
result is that the per unit cost sharply risee. The advanced 
SOst gradually declines as the traffic constantly grows, and 
then the same process is Tepeatei. However, insomuch as the 
abrupt investment of a large emount of Gepital to take care of 
the business, which has reached the maximum cepacity of the 
existing facilities, is not made for the temporary benefit, but 
for the use during succeeding ware till the msximum capacity 
is egein reached, the cost ought, theoretically ab tenet, to be 
Spreac over a reasonable number of years, the result being the 
continuation of the diminishing ratio in the per unit cost, 
instead of the périodic sharp upward curves. 

So long as the existing plant and labor are available 
without substantial additions, the growth of traffic in volume 
brings about the fuller utilization of the facilities, with the 
consequent reduction of the fixed charges per unit of treffic 
Handled, as the result of the greater specialization of 
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machinery, phant and labor, the greater development of sub- 
sidiary enterprises, such as in locomotive repair shops, the 
economical buying of materials and supplies, etc. Thus, cost 
dees not increase in direct proportion to the growth of traf- 
fic, the great bulk of cost having to go on whether the traf- 
fic to pay for it comes or not, because of the non-transfera- 
bility of the capital once invested in the railway property. 

1. Capitel Charges 

| The railway cost consists of two major items, capital 
charges, and working expenditures, either of which does not 
directiy vary with the increase or decrease in traffic. 

As regards capitsl charges, they may be subdivided 

into three factors, as follows: 

Roads and buildings (Land, road construction, track- 
laying, signal equipment, station and platform 
building, etc.) 

Rolling stock (locomotives, cars, floating equip- 
ment, etc. 

Miscellaneous property. 

The capital charges on the roads and buildings remain 

almost constant without regard to the volume of traffic. A 
normal increase or decrease in traffic little affects this fac- 
ter in the capital charges, which constitutes approximately 80% 
of the entire cost chargeable to capital, although the ratio is 
variable with different railways to some extent. 

The charges on the rolling stock, which occupies about 

15% of the total capital charges, theoretically vary with 


Re gone lew 


sy 


aS 


ant. 
ter ac 


#8. 


ee Fae Te 


ia 
hoe 


ct ON a el sit 
Le ROS as 


aes 


fag. Meret 


Be 
eke 


i 


208. 


traffic, but, a8 & matter of fact, they do not increase in di- 
rect proportion to the growth of traffic, for cars will be bet- 
ter filled, longer trains will be used to save engines and 
Cars, prompter loading and unloading will be made possible, and 
greater speed in operation will be provided. 

On the whole, therefore, the capital charges remain 
almost constant irrespective of the increase in the volume of 
traffic and the amount of revenue, the result whereof will be 
the reduction in the proportion of revenue which is required 
for the capital charges, and, consequently, the decline in the 
charge for capital per unit of traffic. The decrease in the 
Capital charge for each unit of traffic will go either for the 
improvement or stabilization of the credit situation of the 
carrier or for the reduction of the genersl level of rates and 
other charges. 


To illustrate: 


Railway capital per route mile £50,000. 
Revenue per route mile . 10,000. 
Working expenditures (80%) 8,000. 
Profit (4%) 2,000. 


In the above oase, the rate of return on the capital 
invested is 4%. When the volume of traffic is doubled, with 
the same operating ratio, slthough, as a matter of fact, it 
will decline with the increase in traffic, the result will be: 

Revenue eee $20,000. 
Working expenditures (80%) 16,000. 
Profit (8%) ae 4,000. 
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The rate of return is doubled with the increase in 
traffic, and, in the case of the relative absence of competi- 
tion, this profit may be disposed of in the following manner: 

Bonds, and preferred stock (50% of capital) $1,000. 


Ordinary stock (50% of capital) > 260g. 
Improvement chargeable against capital : 750. 
Given to the public in reducec rates 750. 


If the railway is subject to keen competition, the 
rate of interest and dividend may not be raised, and the profit 
may be wholly devoted to improvement and reduction in charges. 
At any rate, the investors anid owners will be assured of the 
profitable return upon their capital, and the public will also 
benefit through the reduction in charges, or, at least, the 
stability thereof in the future. 

6. Working Expenditures 

The working expenditures are also composed of diverse 

items, wlan may be roughly reclassified as follows: 
General charges | 
Maintenance of way and structures 
Maintenance of rolling stock 
Transportation and traffic 

The general charges include the cost incurred in con- 
nection with the working of the undertaking as a whole, and 
they are largely independent of the volume of traffic handled. 

As regards the maintenance of way and structures, the 
cost varies with the volume of traffic, but not in direct prom 


portion thereto. 
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| In this connection, comparative studies were carried 
out of the costs on the Midland Railway Company and the Northern 
Counties Committee Lines in Great Britain on the basis of the 
actual results of 1911, the former and the latter to be called 


hereinafter A and B, respectively. 


Maintenance cost 


A 1,532 miles of line 4 1,220,000 

B s6s  * hee es 65,000 
The cost per mile of line was: 

cal 800 

B , 250 


However, A had much double and a good deal of quad- 
ruple track, while B had chiefly single track to maintain, 


Therefore, the cost was ascertained per running~track-mile, as 


follows: 
A (3,116 miles of track) s 392 
Bt 300 * ' a 203 


In addition, sidings were taken into account, on the 
basis of 3 miles thereof being equivelent to 1 mile of running 
track, as is almost in universal practice. The cost per unit 


mile became as follows: 


1787 
4 (3,116 plus 3 = 3,692 miles) = ae 
B (. 320 plus 28 *-°938 = -} 1is3 


The revenues per unit mile were as follows: 
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A 7 ey Sar 
B 1,130 
Unfortunately, there were no ton-mile or passenger- 
mile statistics available to measure accurately the amount of 
work done by the two undertakings, but, since A earned approxi- 
mately three times as much as B per unit mile; 

(a) if A carried the same volume of traffic as B per unit 
mile, or charged three times as much as B for each 
unit of traffic, A must have expended in maintenance 
more than B by approximately 60%. 

(b) if A charged each unit of traffic at about the same 
rate as B, which was presumably the actual case, A must 
have carried approximately three times as much traffic 
as B, end A expended in maintenance only about 60% of 


the amount that B paid for maintenance per unit mile. 
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(c) or if A charged less than B per unit of traffic, or car- 
ried more than three times more than B, which is more 
probable than the above case, the maintenance cost 
thereof must have been lees than 60% of that expended 
by B. 

To take the London, Brighton and South Coast Lines, 
and the Highland Lines in 1922, for illustration: 
(These lines will be called hereinafter A and B, respectively.) 

Ae $911 miles of track 355 miles of sidings 

B. 56S # : ff 78 fi a " 
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The unit mileage of A sand B were as follows: 
$11 plus = 1029 
B 569 plus ih = 595 
The cost of the maintenance of way and etructures was 
as follows: 
A & 831,000 
B 185,000 


The cost per unit mile was: 


831,000 4 : 
| ae ee 


185, 000 
B 2.8 = 311 


The revenues per unit mile of A and B were as follows: 
A : & 6,260 
| 1,980 
Therefore, the ratios between the cost and revenue 
are as follows: 
Cost ratio : 808:311 = 259:100 
Revenue ratio 8260:1980 = $16:100 
The revenues do not always show the smount of work 
done, but A may be guessed to have handled at least 3-1/5 
times es much traffic as B per unit mile, because the English 
lines as a wtiole ran in 1922 about four times as much train 
mileage ss the Scottish lines (3,750,000:12,100,000), and the 
train load in Surrey and Sussex could not be lighter than in 
the Highlands in Scotland, the average train load of A being 


105 tons as against 67 tons on B. Further, the fares were 
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much cheaper in England, where the highly developed system of 
cheap passenger fares, such as workmen's ticket, season ticket, 
excursion ticket, and other special ticket fares, extensively 
prevailed, than in North Scotland with the bulk of traffic 
moved at the normal fares. 

The above figures clearly show that the cost of main- 
tenance on the heavy lines was 23 times as much as on the light 
lines, but, as the traffic density was about 4 times as much as 
on the latter, the cost on the rich lines amounted only to 5/8 
of that on the poor lines it) 

The. fact, that the cost of the maintenance of way 
and structures varies very slightly with the volume of traffic, 
and, therefore, the cost per unit of traffic diminishes as the 
volume of traffic increases, is not confined to the British 
railways, but it is universally applicable with the same force. 

Some illustrations will be given below on American 
railways. 

The cost of maintenance is generally divided into 
three clasces, as follows: 

(a) General (salaries, office expenses, general superin- 
tendence, etc. 

(b) Repairs of roads, bridges, signals and works. 

(c) Maintenance and renewsl of permanent way. 

Item (a) is almost wholly independent of the volume 
of traffic, item (b) depends largely upon wind and weather, 


and item (c) depends partly upon wind end weather and partly 
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upon wear and tear. In the practice on the Pennsylvania Railway 
System, 1/3 of item (c) is made to depend upon natural causes, 
ana 2/3 upon the traffic handled, and, on the above basis, 3/5 
ef the total expenditures in the maintenance of way and struc- 
tures is estimated to vary directly with the volume of traffic, 
the remaining 3/5 increasing very slightly as it grows. 

To take the Eastern Region of the Pennsylvanis Rail- 
way System (hereinafter called AQ, as one of the lines with the 
heaviest treffic density in the world, on the one hand, anc the 
Southern Pacific Railway (hereinafter called B), with lines 
extending over sparsely populated territory, on the other, and 


compere the results for 1900: 


A 3,664 unit miles 
& 8,100 * " 

A Cost of maintenance per unit mile £2,094 

B ft it tt it it 1,020 

A Traffic density 2,500,000 

es . | | 600, 000 


(Traffie density is computed on the basis of one 
ton of freight and one passenger, carried one 


mile.) 


A Cost of maintenance per unit mile per unit 
of traffic oe $ 0.08 

B Cost of maintenance per unit mile per unit 
of traffic | £ 0217 


The heavier is the traffic density, the greater is 
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the cost of maintenance, but the latter does not progress in 
direct proportion to the former, the result being the decline 
of the per unit cost. However, it must be noted in the comperi- 
son of different railways that their diverse physicsl conditions 
may affect the per unit cost to some extent, and, consequently, 
some allowance must be mace therefore, in the contrast of the 
respective per unit cost of maintenance. In the above illus- 
tration, it may not be wholly on account of A having handied 
four times as much traffic as B that the cost of A was one half 
of that of the latter, but the physical conditions of B may 
have been responsible, to some extent, for the greater cost per 
unit. 

As regards the maintenance of rolling stock, the cost 
varies partly with the number of miles run, the greater part 
thereof being incurred for obsolescence, which is independent 
of use. 

The more the stock is used before it becomes obsolete, 
the lower the charge for obsolescence is per unit of traffic. 
If all.the stock could be worn out, through intensive use, be- 
fore it had a chance of becoming antiquated, there would be no 
Charge whatever for obsolescence. 

Though the portion of the cost chargeable to wear and 
tear varies with the amount of work, as expressed in terms of 
the number of miles run, a heavier load per car does not increase 
the expenses for repairs and renewals in direct proportion. 
Therefore, well-filled cars and heavy trains will lower the 


Charges for the maintenance of rolling etock, in respect of cars 
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and locomotives, per unit of traffic. 

. Finally, the cost of transportation and traffic is the 
expenditures made in the performance of work directly in connec 
tion with the handling and moving of traffic. It is composed 
mainly of labor and fuel expenses. 

On the whole, the cost of station service, covering 
salaries, wages, supplies, etc., and the cost of watching and 
signaling on open lines do not increase directly with the growth 
ef traffic. The cost of running locomotives and the other train 
expenses increase at a much lower rate than the traffic handled, 
particularly if additional traffic is conveyed in better-filled 
gars by long trains. 

3. Constants and Variables 

| Railway cost consists of two main factors, the one of 
which remains constant irrespective of the volume of traffic 
handled or varies very little with the decrease or increasé there- 
in, and the other of which varies almost directly in proportion 
to the amount of business done. Therefore, it Giminishes per 
unit of traffic continuously as traffic increases in volume, 
and, further, if cost were ascertesined per unit of traffic, it 
varies under a different condition where more or less amount of 
traffic is handled. Consequently, cost fixed under one condi- 
tion for the purpose of determining equitable charges ought not 
to be made the basis on which to determine charges to be appli- 
cable in the future when a different volume of traffic will be 
carried. 

The larger the proportion of the constant factor in 


Failway cost, the greater will be the profit and benefit to the 


al? 


Peilways and the public to secure more traffic at whatever 
rates and fares above the variable eliements of cost, which 
will become less as business grows larger. Since such charges 
are ones that can attract new traffic, through creation or di- 
wersion, have naturally nothing to do with distance or anything 
@lse, than the ability and willingnees of traffic to pay. 

3 Just what the proportions are cannot by any means be 
accurately determined, but the following computation, elthough 
made arbitrarily, chiefly with reference to actual experiences 


on most of the railways, may give some idea thereof: 


Percentages of Percentages 
Items Operating Expenses of Total Cost 
Both Con. Var. Both Con. Var. 
General 6. 6. 4.5 4.5 
Maintenance of way : , | , 
and structures 16. 20.6 8.6 iz. g. 4, 
Maintenance of — | 
rolling stock 38... a0. is. al. 7ad 3.5 
Transportation and 
traffic 50. 35. 256 37.5 18.75 18.75 
Capital cost — 25. #5. 
Total 100. 51.5 48.5 100. 63.75 36.25 


It shows that about 2/3 of the total cost constitutes 
the constant factor, only 1/3 being the variable factor. In 
other words, the total cost will increase by 2-1/3 times to 
handle five times as much as a given amount of traffic, if the 


additional business can be performed without additional capital 
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investment, because, 
oe C 
x <0 ‘plus (7x5) "3, 


in which C is the cost under a given amount of traffic and x 
the cost under the increased volume of traffic. 

Whatever the proportions of the constants and vari- 
ables may be, if there is unused capscity available for the 
handling of additional traffic, rate concession, through ore- 
ating a larger volume of business, presumably promises, in | 
spite of small contributions per unit of traffie, a larger to- 
tal contribution to the net revenue.. 

4. Rates below Average Cost 

Since the greater portion of capital charges and 
working expenditures does not vary in direct ratio to the 
volume of traffic under the gracual growth thereof, some ser- 
vices may be sold profitably below the average cost, provided 
that the extra sale results in the reduction of the general 
level of average cost, and that the profit derivable from the 
higher price exceeds the deficit arising from the sale below 
the new average cost. 

To illustrste: 


Total cost of a passenger railway 


(interest charges included) $100, 000 

Constant Cactus ) 75,000 
Variable factors 25,000 

Number of passengers __ - §0,000 
Average Cost per passenger 2 


If 25,000 additional passengers are available, 
Total cost — | , $113,000 
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Constant factors £75,000 

Variable factors 37,000 

- Number of passengers | 75,000 
Average cost per paésenger 1.50 


If the best price to obtain thie additional traffic 

is 75 cents, 

Total surplus from the excess of the higher price 

(2.00) over the new average cost (1.50) 
— (8.00 = 1.50) x 50,000 = 85,000 
Total deficit from the low price (.75) falling 
short of the new average cost | 
(1.50 - .75) x 325,000 = 18,750 
ae the establishment of the fare of 75 cents, below 

the average cost per passenger, to secure an additional traf- 
fic of 35,000 passengers, cuuses a deficit anounting to 
$18,750, but the profit derived from the 50,000 passengers 
carried at the higher fare is sugmented to $25,000 owing to 
the reduction of the average cost through the additional traf- 
fic more than offset the deficity, the fare below the average 
cost is entirely justifiable economically. Moreover, there 
is no one who will suffer an injury therefrom; the reduction 
in the fare for the additional 35,000 passengers is not by any 
means made at the expense of the regular-fare-paying 50,000 
_ passengers. On the contrary, the railway derives an additional 
profit, and the communities get an additional service at a 


reduced price. 
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However, if the fare is reduced to 50 cents, instead 
of 75 cents, to attract the additionsl business, the deficit 
will amount to $25,000, and the railway will not prefit any- 
thing from the handling of the additional traffic. If, further, 
the average cost per passenger remained constant at $3.00 ir- 
respective of the increase in traffic, an attempt to secure 
new traffic at a reduced fare would not pay. Neither woulc it 
be profitable, if the average cost varied with the increase 
in traffic. 

The above illustration leads to a conclusion that, 
so long as the law of diminishing cost operates, the securing 
of an additional traffic at any rate whatever is profitable 
both to the railway and the public to the injury of no one, 
if only such rate covers the additionsl cost specially incurred 
in connection with the handling of the additional traffic and 
leaves something, however, small, towards the joint charges. 
Such a rate as the above has of course no relationship with 
the distance of haul or other groups of traffic. It is abso- 
lute and not relative. 

5. Limitation in Diminution 

In the operstion of railways, the capital charges 
and working expenditures grow less rapidly than the traffic in- 
ereases, and, therefore, the larger the traffic is, the lower 
the cost will be per unit of traffic. Thus additional traffic 
ean, as a gener 41 rule, be handled at emaller costs. 

The law of diminishing cost, however, is subject to 


the law of diminishing returns at a point where the former has 
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reached the maximum limit, Where one of the necessary agents 

of production is fixed in quantity, and more of other agents 
are employed with a view to obtaining a larger output, the oute 
put will be increased, but sooner or later at a diminishing rate 
or increasing cost. The law of diminishing cost operates 

on railway operation until the normal capacity is reached, but 
sudden increase in traffie will necessitate heavy improvements 
and additions which abruptly incur a large outlay on the capi- 


tal and current accounts. In the event of the gradual and 


regular growth of traffic year by year, it is possible to evade 
the application of the law of diminishing returns to some ex- 
tent by increasing the normal carrying capacity by degrees in- 
stead of by leaps and bounds, In any way, however, the limit 
will be reached sooner or later, and the law will start in 
operation. 

As traffic grows, the carrying capacity will be taxed 
more and more heavily, until a limit is reached through incone 
venience and delay, longer running time, extra hours by loco- 
motives and train staff, greater consumption of fuel, delayed 
Claims, longer demurrage of freight cars, duplicate handling of 
freight, use of assistant engines for excursion and other trains, 
lighter home traffie, greater shunting charges, worse loading, 
increased damages, etc. A situation must arise sometime or 
other, in which the normal carrying capacity cannot be increased, 
either at all, or without incurring such a large expenditure as 


will raise the cost per unit of traffic. The continuous intro- 


duction of heavier locomotives, and the growing tendency for the 
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eleetrifieation of suburban lines illustrate the situation, as 
also do the successive construction of larger stations, larger 
freight yards, and more running tracks. All of these require 
the charging of a large amount against the capital and income 
accounts, for which the revenue will be absolutely inadequate 
for some years, 

Theoretically, however, an outlay of this character 
ought to be spread over a number of years for the benefit of 
which it is made, With the spread thereof, coupled with the 
growth of traffic, the cost curve per unti will continue down- 
ward, without much intervening disturbance and breaking. 

In America, throughout the entire history, the railway 
operation has, on the whole, been conducted om the basis of in- 
creasing returns. During each successive stage of development, 
Yailway facilities remained far in advance of traffic, owing 
largely to speculative interests, promoters’ activities and pub- 
lic aids, Since 1906, however, the trunk-line carriers have 
been more or less subject to the law of diminishing returns, 
because of the sudden expansion of business in the territory served 
by them, but in the greater portions of the South and West the 
railways sean still to be benefited by the increase in traf- 
fic. This is particularly true of the freight situation, 
but, as regards the passenger service, they do not appear to 
have any appreciable benefit from the increase in the volume of 
traffic. In spite of the fact that the amount of passenger traf- 
fic has been relatively small, and the profit insignificant, the 
railways have had to pay more attention to their passenger than 
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freight service. They have considered it chiefly as an adver- 
tising medium for freight traffic, and, to some extent, as 
instrumentality for the development of culture, stimulation of 
intellectual activity, and territorial extension of political 
units. Moreover, a relatively large cost is necessary for the 
passenger service, owing to uneconomical requiresents and opera- 
tion. Speed must be maintained at high rates, regular narekan 
on regular sehedules, regular connec tion with other lines, 
irrespective of whether the Zolume of traffic warrants the cost 
thereof or not, large terminals must be maintained, al though 
passengers load and unload themselves, and luxury must be the 
feature all through. In passenger movements, less balance ob-e 
tains than in freight traffic. Efficient and economical opera- 
tion is impossible even as passengers increase, in the train- 
load, the passenger traffic has increased only by 40%, during 
the past 25 years, as against the freight traffic which has de- 
veloped by 250% during the same period. The freight rate level 
sharply declined till the War with a greater profit generally, 
while the passenger fares have remained almost on the same level 
and yet the margin ef profit seems to have been growing smaller 
and smaller, 


B. Allotment. 


Because of the inherent composition of railway cost 


ef constant and variable factors, the cost of performing parti- 
cular services does not remain constant, but varies with the 
difference in the conditions and circumstances under which it is 


carried out. Therefore, the cost determined for any particular 
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service cannot justifiably be made the basis of fixing rates 
to apply in the future. Purther, bemuse of the large portion 
of the total cost being constituted by the constant factor, 
and, consequently, the law of diminishing cost operates very 
extensively both for traffic as a whole and for particular traf- 
fic, the charge for particular services must be determined ac- 
cording to the ability and willingness of the traffic to pay and 
the expenses incurred specialiy and additionally in conneetion 
with the performance of these particular services, There- 
fore, sinee the ability and willingness and additional expenses 
have little te do with distance, the cost basis eannot be used 


for the construction of a rate systen, 


ng particular 


Moreover, even if the cost of performi: 
Services could be made theoretically the basis of a rate sys- 
tem, it is absolutely impossible to aseertain individual costs 
for that purpose, owing to the fact that railway eost is com- 
posed also of joint and additional factors, 
i. Difficulty in Allotment, 
It is admissable that there are some relative differ- 


ences in the cost of supplying transportation under different 
conditions and circumstances, and in it ean be sought the justi- 
fieation of making differential charges both in respect of the 
individual rates and the general level. The relative differences 
in cost depend upon diverse conditions, and are measurable at 
least for practical purposes, according to the speed of earriage, 
types of ears, quantity of traffic, proportion of bulk to weight, 
regular or spasmodic nature, distance, risk, capital charges, 
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ete, Although this differentiation is not at all theoreticaliy 
supportable, yet it is serviceable in grading and rating dif- 
ferent services and different kinds of traffie into a conveni- 
ent number of groups for the purpose of determining definite 
relationships between them applicable broadly under ordinary cone 
ditions and circumstances, 

However, it is entirely another matter to aseertain 
what is the exact cost of supplying a certain amount of trans- 
portation under particular conditions to find out a basis on 
which to build a definite system of rates, Some elements of the 
railway total cost are joint expenses, and others are additional 
expenses, Besides the impossibility of drawing a clear-cut 
demarkation line between tnese two factors of cost, they are se 
glosely interrelated with the constant and variable factors that 
it is completely hopeless to attempt to analyze the total cost 
with a view to the ascertainment of individual sosts, 

. “Ca) Joint Factor. 

Although it is absolutely impossible clearly to divide 
the railway total cost into joint and additional factors, yet 
it is broadly true that some items of the cost are the result of 
performing several different services jointly, because some sere 
vice is the necessary complement to other different services, 
For instance, train service in ene direction involves necessarily 
corresponding movement in the opposite direction, 

Tke economic principle requires that in the case of 
joint services the price for each service should be determined 
on the basis of the cost, jointly inourred im the rendering of 
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such services, apportioned according to the relative demand 

for the service, In the train service above referred to, if 

the demand in both directions is the same, the joint cost should 
be divided into two equal parts, and if the demand in one direc- 
tion is intenser than in the other, the cost should be apportion- 
ed in accordance thereto, To detemsine just what the amount of 
the joint cost is, and the intensity of the demand is, consti. 
tutes an entirely different problem, In broad terms, however, 
it must be moted that any rate whatever that more than covers 
the difference in expense between running the existing facili- 
ties full and running then with idle capacity is better than no 


rate at all, that such differcnee in expense will consist of « 
much smaller cost per umit of traffic than the costs for al- 
ready existing traffic, and that such rate gan and must be much 
@heaper than the existing rates, to be detemsined entirely on 
the basis of the ability or wiliingness of the prospective ad. 
ditional traffie to pay, if it is fixed with yeterenee to 
distance and to the relationships to the existing traffic, ad- 
ditional traffic probably will mot be obtained, and the part of 
the facilities remains idle, 

 (b) Additional Factor. 

Besides the joint factor of the railway cost, there 
are some itens that are additionally inourred or do not acrus 
according as additional particular service is or is not per- 
formed. It is practically impossible generally to define what 
tems of cost are directiy affected by the performance of parti- 
CUular additional service, and to what extent they are affected, 
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put at any rate it is clear that any service rendered at rates 
less than the additional costs does not pay, 

Additional costs vary highly sensitively according to 
different conditions and cireumstances, and, therefore, they 
must be ascertained for each particular ease, as occasion may 
require, | 

Further, it must be remembered that some of the items 
constituting the additional cost may pertein te the constant 
factor, and, consequently, the total additional expenses of a 
particular service may not vary directly with the amount of tke 
additional traffic, as is very eommonly the case, 

The additional cost furnishes in the end the basis for 
the determination of the minimum limit of a rate. Any charge 
that does not cover the "out-of-pocket" eost and leave some- 
thing for contribution towards the joint cost is not economi- 
cally justifiable and reasonable, exeept in some extraordinary 
eases where industries with vast possibilities are to be started, 
raw materials conveyed ultimately to seoure profitable tonnage 
therefrom, or social and humanitarian purposes are to be served, 

2. Attempt at Allocation. | 

If some scientifie principle could be fomaulated te 
allocate equitably among the diverse croups of traffic the joint 
expenditures incurred for the benefit of all or several groups 
of traffic, it would be serviceable greatly in the consideration 


of the railway charges as to their reasonableness, although the 
costs thus determined would mot remain constent under different 


conditions and circumstances, and have mo relationship whatever 


with the distance of haul, 
Unfortunately, however, individual costs including 


rease 


nmable proportions of the joint cost are absolutely unascer- 
tainable, and the cost aeeounting so far available is at best 
Mere approximation, It has never been scientifieally developed 
in the railway operation, probably due to the highly complex na- 
ture of the cost itself, 
(a) Joint Cost. 

= Taere is absolutely mo dividing the railway cost between 
joint and additional expenditures, for some itens which appear 
te savbate to the joint factor under one condition often should 
be treated as belonging to the additional factor under another 
eondition, and vice versa, Therefore, any attempt to draw a yee 
of demarkation in the totel cost is general and mot specific. 

Pirst of all, there are such expenditures as are in- 

curred in respect of the traffic handled as a whole, where the 


two major divisions of business, freight and passenger, are carried 
on indiscriminately over the entire system, as follows: 
(1) The interest on the capital spent on the construction and 
equipment of the running lines, : 
(2) The general charges in the working expenditures, 
(3} That part of the cost of the maintenance of the running 
lines, which is due to wind and weather, 
(4) That part of the cost of transportation and traffic, which 
represents the expenses of watching and signalling on the 
@pen lines, 
Sesondly, there are also expenditures which are 
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ehargeable to large divisions of the entire traffic, A portion 
of the capital charges and of the working expenses is apportionable 
to the passenger traffic as a whole, for instance: 

(1) The interest on the capital spent in the construction of 
the passenger stations, passenger cars, locomotives for 
the exclusive use of the passenger service, ete. 

(2) The cost of service at the passenger stations, 

(3) The cost of tae maintenance and repair of the passenger 


(4) The cost representing the obsolescence of the passenger 
ears and locomotives. : 

The game may be said of the cost jointly incurred for 
the freight traffic as a whole. 

It must be moted in this sennestion that the joint items 
for one of the two major divisions of business are not always 
due to the passenger or the freight traffic as a whole, but seme 
of thea may often be allotted to a particular group of itraffie 
as a whole in either of the above major divisions, for instance, 
the portion of the capital 
incurred in respect of some special rolling stock, namely re- 
frigerator ears, etc., is the joint expenditure only for the 
freight that uses such stock. 

The above is a general statement as te the basie ides 
of the separation of the joint factor from the total cost, 


charges and of the cost of maintenance, 


and in actual cases each item composing the cost must be care. 
fully examined under a given condition, te determine the joint 
ffie as a whole, the freight 


expenditures in respect of the t: 
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or passenger traffic as a whole, and the particular groups of 
traffic as a whole, 
(b) Additional Cost, 

As in the case of the joint cost, there is no absolute 
rule applicable to the determination of the items representing 
the additional cost under any conditions. Broadly speaking, 
however, the additional cost is the cost that is accrued spesi- 
ally an eomnection with the handling and moving of particular 
traffic, and, therefore, it represents the difference in the 
total expenditures which appears or disappears according as parti- 


@Ulear traffic is or is mot carried, 


There are some items of cost, which are additional 
within some joint factor, in the case of the volume of particular 


t tically when the 
traffic grows large in amount, or, in other words, some iteus 
are variable from additional to joint, and vice versa, according 
to the volume of particular traffic. 

The additional cost in carrying one excursicnist from 
A to B is so trifling that it is properly apportionable to the 
joint cost for the passenger traffic as a whole, so leng as the 
accommodation on the existing trains is available for the pur- 
pose, but the cost of earrying 10,000 exeursionists from A to B 
may be greater than 10,000 times as much as the additional cost 
aning addi. 
tional trains and the delay of freight trains. Moreover, if a 
heavy traffie of exeursionists is to be handled continuously 
during a holiday season, the special supply of rolling stock or 
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the withdrawal of stock from the more remumerative sections may 
be necessary. In this case, a large additional cost is required 
for the interest on the capital invested in the newly acquired 
stock and for the provision for the obsolescence thereof, or 
for the loss inmeurred by refraining from rumning other remunera- 
tive services, The cost specially incurred in the carrying of 
this class of traffic becomes so large that it is to be regarded 
as toe joint cost for this particular passenger traffic as a 
whoie, ) instead of being included in the j eint cost for the entire 
passenger traffic as a whole, 

Again, in the erent of developing suburban traffic, 
the additional cost at the outset will be only the expenditures 
in the operation of additional trains, but with the expanse of the 
traffic the purchase of additional rolling stock, construction of 
new sidings, duplication of running lines, etc., may become neces. 
sary, the result thereof being a large capital outlay. in the 
former case, the cost may be grouped as additional into the joint 
eost for the passenger traffic as a whole, and, in the latter, 
the capital charges and working expenditures particularly for this 
Class of passengers are lerge enough te constitute the independent 
cost jointly incurred for this particular suburban traffic. the 
actual experiences in the suburban business of London, Paris, Tokyo, | 
ete, plainly illustrate the situation above referred to, 

{e} Division of Joint Cosi, | 

After the joint eosts are ascertained in some way or 
other for the traffie as a whole and for some particular groups 
ef treffic as a whole, the next task consists in the division of 
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these costs among the units of the traffic concerned, 

First of all, some standard measures of traffic are 
_Mecessary in the segregation of the cost between the freight and 
the passenger services, which have entirely different traffie- 
unit measures, 

One possible measure is the average weight of the pes- 
Senger cars hauled per passenger carried. It is to be used te 
express the unit in tems of tons, in conformity to the measure 
- for freight. However, az this method is so complicated in appli- 
cation that it is very rarely in use, 

The other method is to make a passenger equivalent to 
a certain weight, say one ton. ‘This is very arbitrary, but it 
is so simple and convenient that it is aimost universaily adopted, 

As regards the division of the joint cost for each 
wnit of treffic, as measured in either way above referred to, 
several methods are suggested, In the equal distribution, the 
eost is to be divided among 211 the units of the traffic con- 
cerned in equal parts irrespective of distances, or, expressed in 
other terms, in full share, As has been fully discussed elsewhere, 
the charges to be Levied on shorter-distance traffic will besome so 
high as to penalize it, end such traffic wili be lost altogether, 

in the equal mileage distribution, the cost is divided 

for each unit of traffic, then the share thus determined is again 
divided in each unit of distance, on the basis of its estimated 


tone or pa ssenger-mileace, In this system, the charge for each 
unit of traffic pregresses very nearly in direct proportion to 
the increase in the distance of haul. However, it is, as 
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diseussed before, not fair either economically or practically, 
| beenuse the cost of carrying one shipment of 10 tons 100 miles 
is cheaper than the cost of carrying 100 shipments of one ton 
10 miles, and also because it penalizes longer-distance traffic, 

In the tapering mileage distribution, the equal 
mileage distribution system is modified, so that the shares in 
the joint cost may be made relatively greater upon sherter-dis- 
tance than upon longer-distanee traff ic, with a view to avoiding 
the above-mentioned difficulty. However, it is no less arbitrary 
and uneconomic, as has already been diseussed, 

All the above systems are based upon the hypothesis that 
the joint cost is possible of accurate apportionment among the 
different groups of the traffic concerned. As a matter of fact, 
however, it is not such a simple matter as it appears to be, 

One method of apportionment suggested is that the joint cost 

is to be divided among the several groups of traffic, aecord. 
ing to their respective additional costs, However, this is 

mot fair mor practical, for the reason that there may be sondi- 
tions under which some traffic incurs extraordinarily high addi- 
tional cost and other treffic involves very little additionas ' 
cost, and that, above all, additional eost is not only difficult 
of ascertainment for each group of traffic, but variable with 
 @ach different condition. 

q Another method is that the joint eost is te be divided 
; @mong the different groups of treffie according to their values 
of service, which are represented by the difference between the 
costs of production end the prices at markets, AS has been 
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stated elsewhere, it is neither possible mor practicable, because 
it is almost impossible to ascertain definitely the difference 


between costs and prices, and also begause costs and prices are 


often affected to a great extent by the railway charges themselves, 


The last method is the economic distribution, in which 
the joint sost is so allocated to each unit of traffic for each 
unit of dist 
shares in the joint cost and the additional cost, may move all 


anee, that the resultant charges, composed of the 


the traffic freely, atiract new business, and at the same time 


gover, as a whole, exactly the totel sum of the capital charges 


and the working expenditures, Under this syste, however, cost 


does not primarily determine the reasonableness of charges, but 


hey are automatically fixed in such a way that the traffic may 


frecly move, the cost being the result of the operation, In 
other words, it may be said that reverme from economic cnarges 


Gontrels eost, instead of cost determining charges. Economic 


rates and fares are made chiefly according to the willingness of 
the traffic to pay, which is lergely determined by various compe- 
titive forses at work, with occasional reference to the ability 
ef traffic to pay, which is conditioned upon the plsce utility 
ereated by transportation under normal and non-competitive cir- 


cumstances, | 
{ad} Impossibility and Putility. 
It is eltegether dmprac ticable to take a number of 
ly uncertain and inexact amounts as the basis on whieh 


the whole of the cherges of a reilway undertaking should be 
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distributed. There is absolutely no seientifie method of al- 
locating the cost amongst the different units of traffic, A 
reasonable charge, it is generally contended, must gover the 
additional expen 
but how can this fair share be detéimined? If rates should be 
made on the cost basis, as is commonly held, there would be ab- 
solutely no reasons : 

Emphasis must be placed on the fact, which is generally 
_ d@istegarded or overlooked, that rates must at any event be made ~ 


ses and bear a fair share in the joint sosts, 


ble rate, 


in advance, and the cost of the service perfermed in carrying 
the traffie at such rates is roughly aseertainable only afier. 
wards, | 


If cost were apportionable, ond rates were mede on the 
pasis thereof 
traffie, the profit would be less than expected in the case of 
the actual extra traffic amounting enly te 500 tens, and it 


under the estimate of 1,000 additional tons of 


would be greater in the case of the actual extra traffie in- 
ereasing to 5, 


fair and unreasonable in either case, How much more or less 


000 tons, The rates tus determined would be un. 


the traffic will be is a question that no one can foretell OSe 
eurately. To base rates on cost would be foolishly ettempting 
to find one unknown quantity by using another, and, therefore, 
the distanee principle, which entirely depends upon the cost 
basis for support, ean by no means be justified. 
(e) Attitude of Interstate Comueree Commission. 

In conformity to the general public sentiment, and 

the trend of legislation toward the restriction of discrimination, 
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mo matter whether it is economically justifiable or not, to 

@ minimum limit, the Interstate Commerce Commission has adopted 
the cost basis or the distance principle te a growing extent in 
ita regulation. 

In 1915, the Commission required Class I railways te 
divide in their reports the operating costs between the passen- 
ger and freight services, but left to each railway power to 
allocate the expenses common to both classes of service as it 
Pleased, The result was that the methods adopted by them varied 
so widely that the figures obtained were of mo statistical value, 

In 1917, the Commission ceased to require the alloca- 
tion of the costs, and each railway took to the allocation for 


4ts own:information, In 1919, however, the Commission again 


took up the matter, and required Class I carriers to separate 


their costs, on the basis of the rules, which were laid down af. 


ter carrying out an elaborate study and testing the results of 


the various methods of apportionment which had actually been 
employed before, | 

Consequently, since 1920, each Class I carrier has had 
to classify each of its various items of disbursement relating 
to the operating account, according to the relation which such 
ites is supposed to bear to the freight serviee and to the pas. 
senger and allied services. Hach item must have its character 
appropriately indicated on the carrier's records, according as 
it relates (a) solely to freight services, or (b) solely to pas- 
senger and allied services, or (c) in common to both freight, 
passenger, and allied services, or to neither freight service 


mor passenger and allied services. Appropriate subaccounts toe 
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provide for the above-mentioned classification shall be set up 
under each of the primary operating accounts, and the results 
of such classification are to be shown in the annual report, 

As regards the items common to both freight and pas- 


_genger and allied services, they are to be apportioned between 


the two classes of services, in accordance with the stipulated | 
rules - in proportion to the amounts in certain directly allo- 
catable items, | 

in the applieation of the rules, the carriers are ree 
quired first to assign to freight or te passenger service, in- 
eluding allied services, the operating expenses that are direct- 
ly or naturally assignable, and to carry this direct assignment 
to the fullest extent that is practicable, 

The whole method prescribed is altogether arbitrary, 
and the result is mere approximation. It is undoubtedly 
serviceable in the comprehension of the total financial situ. 
ation of each reporting carrier, but it is entirely valueless 
in the fixation of individual charges, beeause the apportioned 
costs are only the rough estimates for the two major groups of 
traffic. | | 
CG, Trend of Cost Basis, 

The preceding discussions point logically to a conclu. 
sion that the railway cost does not pemmit of a definite distri- 
bution among the different units of traffic for the different 
wnits of distance, that even if it were distributable it would 
Vary under diverse conditions, and that, therefore, it does 
mot constitute a theoretical basis for the determination of 
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reasonable and equitable individual rates. The distance princi- 
ple, from which distance rates evolve, is contrary to the tax 
principle. Railway charges, if they are to be equitable and 
just, must be determined according to the requirements on both 
demand and supply sides, They are to be fixed primarily by | 
reference to the willingness of traffic to pay, which is de- 
temined largely by the forces of competition, and they are 
reasonable when they, as a whole, equal the total expenditures 
plus the interest at the mormal current rate on the capital 
employed, although the entire cost is, as a matter of fact, 
adjusted to conform to some extent to the revenue from the 
charges detersined in the manner above referred to. if cost is 


to be used as a factor in rate-making, it should be employed 


as the approximate minimum standard for fixing rates for parti- 
oular units of traffic for particular length of haul, in view 
of the general rule that any rate oa: 
rum below additional expenses, 

From the point of view of expenditure, the features 


mot prevail in the long 


are a large preliminary investment of capital, which, onee 
spent, is fixed and irrecoverable, and a large current outlay of 
income in the maintenance and operation of the railway as a 
whole, independent in a great degree of the volume of business 
and independent almost wholly of the particular categories and 
items of traffic carried by it. From the point of view of reve- 
mue, since the larger portion of the entire cost belongs to the 
railway as a whole, it is impracticable to determine individual 
rates with any approach to accuracy on the basis of what the 
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particular services cost, FPurther, if it were, it would not be 
expedient or in the public interest, because to charge against 
each category and item of traffic not only its own additional 
cost but also its full share in the joint cost would mean to 
shut out from transportation much traffic that in the interest 
of the com 


unity ought to be carried, It would mean, further, a 
great restriction of the potential traffic,, and conseqent higher 
rates on the traffic actually carried, 

Railways in every country nave follewed the same 
general line of development. Beginning with small traffic at 
high rates, they have gradually by lower and lower rates attracted 


@ larger and larger volume ef traffic, partly articles of lower 
and lower value, partly articles of medium value, carried over 
longer and lenger distances, into the fixation of rates for which 
the “sost of service" has entered only to the extent that rates 


could not, broadly and in the long run, be put lower than the 
point, at which the amount reeeived for transportation covered 
the additional cost of the special service involved, Clearly, 

mo regulatory body can justifiably use cost as an all-important 
basis for measuring the reasonableness of individual rates. 

Apart from the theoretical standpoint, the Interstate 
Commerce Commission has gradually adopted to a growing degree 
the cost principle, particularly since 19}0, as the test of 
reasonableness for both the general level of rates and individual 
rates, and also the distance principle in the adjustment of 
complaints as to discriminations, either on the belief that the 
scientific application of the cost principle results in distance 
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rates, or from a policy of desperation. The cost basis has be- 
come all the more important in the wake of the resent legislative 
tendency in respect of the long and short haul principle, rail- 
way valustion, security issuing, and accounting supervision, | 

| However, the cost basis has been employed largely as 
the tent of reasonableness for the general levels of rates, al- 
though it was often referred to in measuring individual rates, 
and constructing distance scales, 

Up to the beginning of the present century, the probles 
of general rate levels was a matter of little concern, for the 
revenue per tom per mile had been continuously om a downward 
trend, for instance, from 9.41 in 1890 to 7.29 mills in 1900, 


probably due to the competitive system of rate-making, increasing 


efficieney in operation, and legislation in some states affecting 
particular rate structures, 

About 1900, the public be 
im rates, and in 1903 the railways applied to the Commission for 


gan to complain of the advances 


an increase in the rates on grain, grain products, packing-house 
prodiicts, and dressed meats, on the cround that the unrestricted 
competition had cut down those rates unreasonably, and that the 
total cost of service had greatly risen. The Commission permitted 
the inerease on certain particular commodities moving only in the 
Official Territory. 9 1.€.C. 382, 

in 1907, certain state legislatures enacted maximum 
passenger fare statutes reducing from 3 to 2 cents per mile, and 
in many states maximum freight rate seales were also stipulated 
by law, The carriers’ complaint of the resultant deficit in 
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their revenues was rejected on the ground of inefficiency in 
operation and inaccuracy in accounting. 

In 1910 the railways in the territory from the Atlantic 
Seaboard to Chieage and St. Louis proposed an increase in their 
rates, for the reason that the totel charges had remarkably — 
risen owing to the constant advance in the cost of labor and 
material sinee 1901, and the railway eredit was being seriously 
impaired due to the insufficient revenues, but the proposal 
was not accepted, because further economy in operation was pose 
sible, and that it was a fallacy that in wredtt position was 
affected by the rates charged. 20 1,.C.C, 243; 307. 

3 In 1914, the eastern carriers again proposed an in- 
crease in the general rate levels, be@ause cost had been rapid. 
ly increasing and credit destroyed, and the Commission had this 
time to grant it for the railways only in the Central Preight 
_ Association Territory. 31 1.C,C.352. Later, however, it 
; allowed the other carriers in the East to raise their rates exe 
owt for certain eommeditios. 32 1.0.6. 325. 

: In 1915, the Commission refused the similar propesal 
of the western carriers exe ept for ecal and a few other important 
commodities. 35 1.D.D, 497. However, soon afterwards, they 
were permitted to raise their passenger fare from 2.4 to 2.6 eents. 

in 1916, in consequence of the war, the industry be- 
@ame prosperous, the demand for wailway service greater, and the 


earriers' profits larger. 
In 1917, however, the cost of labor and material had 
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disproportionately advanced, and the Commission approved a rise 

in the class rates and the rates for bituminous coal, coke, and 

iron ore in the East and South, the western carriers being re- 

fused en increase on the ground that the increasing tonnage 

would more than compensate the advanee in the cost, 45 1.C.C, 303. 
In 1918, an advanee was allowed in the eastern rates 

for the commodities that had been excepted in the adjustment of 


the previous year, 

After the participation in the Wer, the increased 
labor cost was partly met by an increase in the rates end feres 
under order of the Director-General, and partly by taxation, 

In 1920, the Transportation Act was passed, a 
"rule of rate making” was rendered in a statutory form, Ace 
eordingly, the Interstate Commerce Commission started an exten- 
sive investigation as to the general rate levels, em the four 
Yate groups, Eastern, Southern, Western and Mountain-Pacific, 
with a view to determining a reasonable rate level for each of 
these groups, so that a return of &@ might be derived therefrom 
on the tentative valuation of the properties. The result vas a 


20% inorease in the passenger fares and milk and cream rates 
for all the railways, 40%, 35%, 25% and 33-1/% increases for 
the Eastern, Western, Southern and Mountain-Pacifis, and inter. 
territorial carriers in their general freight rate, 58 1.6.C, 
220, | 

The same levels of rates were made hy the Commission 
te apply alse to intrastate traffic, and the position was 
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wpheld by the Supreme Court. R, R, Commission of Wisconsin V. 
C. B. & Q R. R. Co., 257 U.S. 963. 

Seon afterwards, deflation came about and hit agri- 
culture particularly severely, and the freight rates on agri- 
cultural products were made the target of dissatisfaction 
through politieal intervention. | 

About 1921, the Commission instituted investigations 
into the situation, and held that railway rates should be based 
upon cost, and that they “did mot depend at all upon the fact 
of whether the customers were making or losing by their busi- 
mess." However, to appease the complaints which dragged the 
rate situation inte polities, it recommended the reduction of 
20% on the long-hauls of live-stock where 50 eents for 100 
pounds was exceeded. 63 1.6.C. 107. 

? Later, the western carriers were ordered to reduce 
234% on wheat and hay and 21 per cent om coarse grains, 64 
I.C.c. 85. Reductions were also ordered on certain commodities 
im the South, under the guise of restoring the formerly exist- 
ing rate relationship. 66 1.c.C. 68. In addition, the carriers 
made the voluntary reductions of 10% in all the rates on fam, 
ranch and orchard products, in order to pacify the croWing de- 
mands and complaints, made witheut regard to the economic re- 
quirement on the supply side of transportation, 

In 1922, the Commission started another investigation 
on the general levels for all the commodities, and ordered the 
uniform reduction therein of 10°, except om the commodities tae 
rates for which had already been reduced 104 through the 
voluntary action on the part of the railways. The Comnissionerts 
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eontention in this relation was that the reduction would result 
in the increase of tonnage with the corresponding decrease in 
the cost. iIn this order, however, the Commission changed its 
fomer attitude, and took the credit situation of the carriers 
into full consideration, attempting to keep the rate levels 
sufficiently high to insure adeque 
lic, and the successful continuance of the private operation of 


te transportation for the pube 


the railways. 

Sinee 1920, om the whole, the Interstate Commerce Com- 
mission has interfered with the rate situation only in respect 
of the general levels consistently on the basis of the cost 
principle, leaving to the earriers the task of making individual 
‘rates as they pleased, However, then complaints arose of dis- 


erinim tions, the Commission has tended to adjust the rates in- 
volved in closer conformity to the cost and distance principles, 
ag contained in the Congressional imating in the 
recent establishment of the distance rate scale to be applied 
uniformly in the south. 


During the four years, following the incorporation of 


mandate, ai 


the rule of rate-making into the Transportation Act, the Commis- 
sion had particular reliance upon the cost basis in adjusting 

the rates, but, insomuch as cost depends upon the volume of traf- 
fic aetually handled, the expected results were not attained 
owing to the economic depression, decline in traffic, and reloe- 
Gation of industry after the war, im other words, the rates 
considered as reasonable by the Commission proved to be unrea- 


sonmably low, from which the carriers on the whole seriously 
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suffered and will continue to suffer, Moreover, the insistent 
demand of agriculture, not being satisfied with the voluntary 
reductions made by the carriers in agricultural rates, resulted 
in the Hogk-Smith joint resolution in the 1924-25 Congress, which 
in effect called for the fixing of rates on the basis of the | 
value of service principle without regard to the needs on the 
side of the suppliers of service, In the same year, the Gooding 
‘Bill was produced to make the long and short haul principle ap- 
plicable in an almost absolute manner, restricting the relief 
only to the case of the competition of cireuitous routes with 
direst rail routes, On the other hana, the carriers have on the 
whole been struggling under imdequate revenues owing to the 
public interference , 
agricultural sections, 


with their rates and the pressure from the 


D, Attitude of Suprene Court. 

The attitude of the Supreme Court es evideneed in the 
mumerous decisions on the cases involving rate disputes has been, 
on the whole, invariably for the cost basis in respect of 
the reasonableness of the general level of rates and individual 
rates, from the legal standpoint, although the cost principle 
was often rejected for social reasons in the ease of the deter. 
mination of the reasonableness of individual rates, 

; As a basic principle, the cost of service plus the 
fair return upon the value of property has been considered as a 
sole test of reasonableness, applicable to the examination of 
both rate levels and individual charges. Therefore, it h=s been 
made a definite legal principle that any rate, that was ordered 
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by public authority, and deemed to be lower than the cost of 
service and the fair return, results in the unlawful confisea- 
tion of the private property. The testswas based on the cost 
principle with reference to the infringenent of the eonstitu- 
tional right, but the economie considerations were not wholly 
ignered. In 1898, the Supreme Court held that what a railway 
company was entitled to earn was a fair return upon the value 
ef that which it employed for the public convenience; on the 
@ther band, what the publie wes entitled to deaand was that no 
more be exacted from it for the use of a public highway than the 
rvices rendered by it were reasonably worth, 169 U.S, 466, 
A fair return is of course a return which is relatively equal 
to what money devoted to other like investments will earn. 238 


U.S. 153. In cther words, it is to be determined according te 
the character of investment and the rate of interest prevailing. 
262 U.S. 276. As regards the reasonable value of property, 


there have been numerous decisions rendered, which, though ° 
rious in details, appear to have been based on the present 
value of the existing property employed. 


In spite of the recent contention particularly among 


the agricultural people and the politicians representing their 
interests that rates should be based upon the value of service, 
the court has not changed its attitude, and adhered to the eost 
principle. In the Banton v. Belt Line Railway Company, decided 
by the Supreme Court of the United States on May 95, 1925, 
passing a judgment upon @ eontroversy involving the velidity 
of en erder of the New York Public Service Commission, 
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Prescribing a 5-cent joint street car fare in New York City, 

and requiring the issuance of transfers, it was held that the 
State was without power to require the traffic covered by the 
fare enjoined to be earried at a loss or without a substantial 
compensation over its proper Gost scecesscoes Et would be arbitrarily 
unjust to charge to that class of traffic only the amount vy 
whieh the operating expenses were, or would be, increased by 
adding that to the cther traffic carried ....e.. While the 
carrier had no constitutional right to the same rate or pereent- 
age of return on all its business, the State might mot select 
any clases of treffie for arbitrary control and Teguleation. Broad 


as was its power to regulate, the State did not enjoy the free. 
dom of an owner. : 

The above is the practical reiteration of the decisions 
in the Northern Pacific Railway Company v. North Dakota, 236 U.3. 
565; the Norfolk ant Western Railway Company v. Conly, 236 U.S. 
605, et., in which it was maintained that the due process of 
law was denied and property taken without just 
im the event of the State requiring the transportation of persons 
or particular property at norn.compensatory rates, pesartiess of 
whether the burden be made up én other forms of traffic. 

On the whole, 
been that either the general level of rates or individual rates 


erefore, the attitude of the eourt has 


must be such as cover the cost of service plus a fair profit, 
and that rates may not ve made below this level even though it 
be seid that the value of service would justify it. 

However, the court has recently recognized the 
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difficulty to be actually met in the application of the cost 
principle. Sometimes it held vaguely that there were mny fac. 
tors to be considered - differences in the articles transported, 
the cars used, the risk assumed, the value of service .....cseee 
236 U.S. 585. At other times it stated that the reasonableness 
of rates, which was to be determined on the cost basis, was a 
question of facts, which was one of the duties of the tribunal 
specially created therefor ( the Interstate Commerce Commission) 
to decide and that the decisions p.ssed by the tribunal should 
mot be subjected to review by the court, unless there existed 

@ clear error in the consideration of those facts, referring to 
J. Willis, who passed a judgment in connection with Part Il of 
the Railway and Canal Traffic Act ( the reasonableness of charges), 
as follows:- 

"If this court once attempts the hopeless task of 
dealing with questions of this kind with any approach to mathe- 
matical accuracy, and tries to introduce a precision watch is 
unattaina tle in commercial and practical matters, it will do 
infinite mischief and no good.” 206 U.S. 441. 

The court, however, has not always stuck to the cost 
principle in respect of individual rates, but it occasionally 
departed therefrom for social reasons, It was held that a rail- 
way, the enterprise of which was of quasiepublic nature, should 
furnish reasonably adequate service, even though some particular 
services were to be conducted at a loss, so long as the rates as 
a whole remained sufficient to cover the necessary total cost. 


54 Cole. 64, 206 U.S. 1. 
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Thus the tendency in America has been decidedly towards 
the closer adherence to the cost principle in the regulation and 
Legislation. The same is true in Great Britain to some exten, 
although it seems that the economic principle still prevails ex. 
tensively, and the rate situation is almost completely free from 
- political interference particularly in respect of the reasonable- 
ness of individual charges. There is still in effect a provision 
of Section 27 of the Railway and Canal Traffic Act of 1888, em- 
powering the Railway Commission to prohibit higher rates for 
shorter distances, but it does not by any means require the Com- 
mission to prohibit such practices. As a matter of fact, no 
ease has actually been decided under this section of the act. 

However, on the whole, the same tendency is discernible 
in the decisions of the Railway and Canal Commissioners in mat- 
ters of discriminatory rates. They have often attempted to as- 
certain the cost of service, to base their decisions on charges 
in dispute largely, if not entirely, on the cost basis. For two 
generations the parliamentary committees and royal commissions 
that were created from time to time to formulate policies regard- 
ing railway charges, were ineessantly implored to compel the 
Yailways to charge on the cost basis, The result has been the 
insertion of a provision in the Railways Act of 1921, Sections 
58 and 59, stipulating that the Railway Rates Tribunal sees that 
rates and charges be fixed so as to earn a revenue sufficient to 
enumerate the invested capital at the pre-war rate ( at the rate 
of the net revenue in 1913). 

As regards the distance principle, a rule incidental 
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to the leng and short haul principle is also incorporated in the 
said Act (Section 52), empowering the Railway Rates Tribunal 

te prohibit competition over routes circuitous by hore than 50%, 
but it remains to be seen what, if any, use the Tribunal will 
make of the power in conjunction with the question, Most oe 
probably, it will remain merely in name rather than go into 


actual operation. 
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I¥. WILLINGNESS OF TRAFFIC TO PAY, 


A. Pundamental Principle. 

Railway rates and fares must at all events be such 
as to enable commodities and persons to move from place to 
place freely in conformity with economic and social require- 
ments, to the best interest of the industry and the public at 
large. If rates and fares are to be such, it necessarily fol- 
lows that they must mot be made on either the cost of service 
or the length of service basis. The cost of service cannot be 
ascertained with any approach to accuraey, and even if it were 
determined precisely for each unit of traffic for each unit 
“of distance, 8% would certainly have nothing to do with such 
rates and fares as permit of the free movement of traffic. 

The length of haul is also quite independent of what the traffic 
is able or willing to pay for free movenent, 

Although rates and other charges must be determined 


according to the ability or willingness of the traffie to pay, 


and have no relationship whatever with the cost of performing 
service, from the purely theoretical point of view, yet they 
should be such as, under normal conditions, will as a whole 
yield a reasonable profit to the carriers, as well as a ben- 
efit to the shippers and passengers. In other words, rates 
are fundementally not at all controled by cost, and cost 

must be adjusted to the revenue from such rates, but cost 

must be taken into consideration, to some extent, in the deter 
mination of the charges as a whole, in order to enable the 


railway to continue its services satisfactorily. 
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The railway capital must under any condition receive 
interest thereon, and if it does not from the rates charged, 
then it should, even out of general taxation, However, what- 
ever difficulty there may be in bringing about a compromise 
between rates and fares and costs, and no matter whether there 
is or is not relationship between rates and distance, the 
principle of equity requires equitable concession in rate- 
making to the weaker. The problem is, therefore, to devise 
a principle of rate-making, whereon charges are made higher 
on the rich ~-«-- traffic with the advantage of geographical 
location close to the market, valuable freight, well-to-do 


passengers, and the like --- on the ground of their abundance, 


and lower on the poor --- traffic having to travel far to 
find the market, bulky articles of small value, low-class 


passengers, and so forth --- by reason of their poverty. 

The above-mentioned system of rateemaking is often 
condeuned as a method of extortion, but the idea is entirely 
erroneous, as will be discussed later. : On the contrary, it 
is the only economic principle of developing commerce and in- 
dustry. 

There could be absolutely no explanation on the 


| part of the distance principle as to the fact that the totai 


railway revenue is made up of the rates, which in the case of 
traffic umable or unwilling to bear a high rate, are so low 

as to cover hardly more than the out-of-pocket expenses; which 
in the case of medium-class traffic, cover both the apportioned 
and unapportioned costs; and which, finally, in the case of 
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traffic able and willing to pay a higher rate, after meeting 
that traffic's own out-of-pocket expenses, leave a large and 
‘disproportionate surplus available as a contribution toward 
the unproportioned expenses of the poor traffic, which such 
traffic itself could not afford to psy. At all events, railway 

: charges ought to be such as the respective traffic is able and 
willing to pay for free movement, and if they happen to prove, 
after application during a certain period, to have been suf. 
ficient as a whole to meet the necessary cost, it is all the 
better. From the idealistic point of view, when the profit 
geeul ting from those econo 


generally considered as reasonable, the disposal of this excess 
may be subjected to public regulation, and when the profit 
is smaller, or the rates resulted in a loss, public aid may 
be granted to meet the unfortunate situation, for which no one 
is responsible. 
; B. Willingness to Pay. 
: The railway rates and fares, wrich ere economically 
4 reasonable and socially just, ought to be those that are de- 
termined according to the ability and willingness of traffie 
to pay, with incidental reference to the aggregate cost of 
the carrier rendering the services. The problem in this rela 
tion is what determines such ability and willingness, what the 
. benefit is, how the ability and willingness hases are 
regarded by the regulatory and judiciary agencies as the test 
of reasonableness, and finally, what disadvantage, if any, 
there is in this principle of rate-making. 
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1. Definition. 

Rates and other charges that allow traffic to move 
freely and, furthermore, encourage the normal growth of ine 
dustries and communities must, as a matter of course, be such 
as the traffic is not only able but also willing to bear, | 
Im other words, the best charges in the interest of the carriers 
and the public are mot those which the traffic neither can, 
mor consents to, pay. 

The primciple of charging what the traffie will pay 
has been construed from several different. It is often re- 
garded from the standpoint of the value of service rendered 
in the transportation of the traffic as defined to be the 
a@ifference between the price of the commodity at the point 
of the shipment and the price at the destination. This con- 
eept is altogether deceptive, for the aifferense above referred 
to depends more or less upon the transportation charge paid, 
as has already been discussed elsewhere. It is moreover, very 
difficult of application to the determination of the value 
of service which a passenger derives from transporta ti ON. 

Another construction is based on what is generally 
termed the ability of the traffic te pay. According therete 
rates must be fixed only by reference to what the traffic can 
bear. This idea, however, must also be set aside, because the 
rates based thereon will be applicable enly to non-competitive 
eases, for the railway can thereby charge just as much as the 
traffic can afford te pay. As will be dise.ssed later, railway 


charges are so made as to encourage the development of future 
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traffic, as well as to attract traffic from rival carriers 


and to prevent diversion thereof, Differentiation must defi- 


nitely be made between ability and willingness, 

It may be true that such traffie as is entirely 
free from competitive forces, either transportation or market, 
can be made to pay just as much as it can pay, but it must 
be remembered that rates at which traffic will move and devel- 
op are certainly not the largest total combination above the 
out-of-pocket expenses. The ability of traffic to bear seis 
up the maximum limit of the individual rates, ) 

| The difference between the ability to pay and the 
Willingness to pay will be clearly skown in the following in- 
stance, which actuzlly took place, ( PP. 116-117, Hadley's 
"Railroad Transportation".): 

"On the coast of Delaware, a few years ago, there 
Was a place, which we shall ¢@211 X, well suited for oyster- . 
growing but which sent very few oysters to market, because 
the railway rates were so high as to leave no margin of profit, 
The local oyster-growers represented to the railroad that if 
the rates were brought down to one dollar per hundred pounds, 
the business would become profitable, and the railroad sould 
be sure of regular shipments at that price. The railroad men 
looked into the matter. They found that the oyster men could 
pay one dollar per hundred pounds to the railroad and still 
have a fair pfofit left. If the road tried to charge more, it 
would so cut down the profit as to leave the men no induce- 
ment to enter the business, That is, those oysters would be 


able to bear a rate of one dollar per hundred pounds and no 
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more, Furthermore, the railroad men found thet if they could 
get, every day, a Gar-load, or nearly a @ar-load, at this rate, 
it would more than cover the expense of hauling an extra car 
by quick train back and forth every eer: with the incidental 
expenses of interest and repairs". , 

Tae rate of one dollar per hundred pounds was deter- 
mined solely by reference to the ability of the traffic te 
pay, with the incidental consideration of the cost requirement 
of the railway. 

"Se they put on the car and were disappointed to find 
that the local oyster-growers could only furnish oysters enough 
to Till the car about kalf full. The expense of the road of 
running it haif full was almost as great as running it full: 
tke income was reduced by one-half. They could mot make up 
7 by raising the rates, for these were as high as the traffie could 
bear. They could not increase their business much by lowering 
Yates, The difficulty was not with the price charged, but 
with the capacity of the local business, It seemed as if 
this special service must be abandoned, 

One possibility suggested itself. Some distance be 
yond X, the terminus of this railroad, wae another oyster- 
growing place, Y, which sent the oysters to market by another 
route. The supply et Y was very much greater than at X. The 
people at ZY were paying one dollar per hundred pounds to send 
their oysters to market. It would nawiiier aunt twenty-five cents 
to send then from ¥ to X. If the railroad from X to Phila- 
delphia charged byt seventy-five cents per hundred pounds on 
oysters which came from Y, it eould easily fill its ear full. 
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This was what they did, They then had half a cer-load of oysters 
grown at X, on which taey charged one dollar, and half a ear- 
lead from Y, on which they charged seventy-five cents, for exact- 
ly the same service", 

The rate of seventy-five cents was fixdd on the basis 
of the willingness of the traffic to pay. The oyster-growers 
¥ to Philadelohia, and moved 


could afford to pay one dollar from 
on the shorter railway reine Which gave the rate of one dollar 
according to their ability to pay. Of course, the ability to 
pay had nothing to do with the routes or the distance of haul 

to the market, and if the oysters were to be carried over the 
longer route, the total charge must alse be one dollar, ‘Since 
the rate from Y to X was twenty-five cents, what the traffic 
was willing, and consented, to pay from X to Philadelphia must 
necessarily be seventy-five cents, In other words, rates 

ean be made on the ability to pay, where the traffic is free 
from competition and there is not much proppect of its future 
growth, and gates are economically determined on the basis of 
the willingness to pay, or what the traffie is mot only able but 
has consented to pay, where it is under the control of compet- 
itive forces or it has ample potentiality of future expansion 

in rivalry with already developed and well established market 
competitors, , 

"Of course, there was a grand outery at xX, Their 2 
trade was discriminated against in the worst possible way --- 
so they said --- and they complained to the railroad. But 
the railroad men fell baek on the logic of facets. The points 
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were as follows: A whole ear-load at seventy-five cents could 
mot pay the expunnen of handling and moving; at higher rates 
than seventy-five cents they could not get a whole ear-lead, 
but only half a car-load, and half a ear-load at the one-dollar 
rate (the highest charge the article could bear) would not 
pay the expenses, Therefore, on any uniform rate for every- 
body, the road must lose money, and they would either be com- 
pelled to take the oyster-car away altogether, or else get 
What they could and fill up at seventy-five eents, There was 
mo escape from this reasoning, and the oyster men of X chose 
to pay the higher rate rather than lose the service altogether," 
The value basis is defective because of the falla- 
eious conceptof prices and costs and the inapplicability to 
the passenger service, and the ability basis is aleo una coept- 
able begause of the failure to comprehend the ubiquitous con. 
petitive forces and the future consideration of the railway. 
However, the above-mentioned bases may sometimes be used as 
the standard for determining the absolute maximum of rates 
and other charges for particular traffic. it is hardly neces. 
Sary to say that any traffic eould hardly be expeeted to move 
at any rate that would make the price at the destination to 
exceed the prevailing level on the market. Such traffic would 
mot be carried at all, or some substitute therefor would be 
placed on the market. Nor could any traffic move at a rate 
that would not be worth the service and be above the ability 
thereof to pay. 
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If the railway were in a position to enjoy the ab- 
solute monopoly of tran sportation end disregard the develop- 
ment of its proppective traffic, and to charge aa much is 
this traffic, that is offered for trensportation, is able to 
pey, then the ability of tra: 
basis on which to build up its rate system, As a matter of 


"ic to pay could be made the sole 


fact, however, the railway eost consists of constant and 

fic is im amount the 

2, according to the 

By not to mention the benefit 


variable factors, and the more the traf 
more profitable will the operation becom 


economic law of increasing return 
to the industry and to the publie at large, 

The only basis for making ecenomic rates is, there. 
fore, the willingness and, to a limited extent, the ability 
of traffic to pay. It is meant thereby that the teat of the 


Feasonableness and justice of an individual rate eonsists in 
the standard that traffic moves freely and tends to develop 
under the rates which it is perfectly able end willing to pay. 


| gness to pay is and must be the only sound 
basis for price determination in any competitive business 
enterprise, where the total cost of preduection is composed 
largely of constant expenditures and the return on the capital 
invested inerenses in geometrical progression as business 
grows, 

Prices for cotton-seed, the economic value of which 
is a matter of recent discovery, cannot be determined except 
wpon the basis of the requiresent on the side of demand, that 


is, what the commodity is willing to pey. In the selling of 
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services of lawyers, dentists, surgeons, and other prof ession- 
ai experts, the charges for the well-to-do may be many times 

those for the poor, for exactly the same skill and care admin- 
istered, At department stores, shoes and frocks at the begin-e 
ming of a fashior 
they are gradually reduced as the and of the season approaches, 
the final slash being marked by a elearanee sale. Identical 


| S@asom may be solid at top prices, and 


goods are solid te persons of different degrees of willincness 
to pay, at different prices, x 

As regards the supply of electricity for lighting 
purposes,ten cents per unit will be the maximum which the 


competition of gas and other illuminanis sets, and the company 
will charge this amount in view of the absolute ebility of 
the consumer to pay. On the other hand, the company may be 


in a position to sell profitably its surplus power, and have 


to quote two cents per unit to induee the users of steam power, 
gae engines, and the like, to adopt electricity as « substitute, 
in the establishment of an electrical enterprise, the primary 
purpose of which is the supply of light, a large capitel is 
required for short-lived machinery and mains, and the plant 

and staff must beso maintained as to be gapable of dealing 
satisfactorily with the maximum demand. Thuis demand ««~. the 
peak of load --. comes only for about two hours during tke day, 
and that particularly during the winter months of the year, 

For twenty hours out of twenty-four hours, the bulk of the plant, 
ete, remain idle, but interest, depreciation, and other 
standing charges are running | on all the time, Such a service 


cannot but be expensive to give. There is, however, a way to 
make it less expensive, se that the primary and secondary purpos- 
es of the enterprise may best be met. If consumers can be in- 
duced by the low charge of two cents per unit to take electri- 
city for power, they will use it in the daytime, and, to some 
extent, even in the dead of night, when the machinery would 
otherwise remain idle, The two cents, which is the rate 
that the traffic is willing to bear in the case of railway 
charges, will more than cover the extra cost of fuel, and will 
help to dilute the general --- joint and eonstant pee expense 
ef the whole undertaking. The standing charges, which cone 
stitute the greater bulk of the whole sost, instead of being 
eharged on, say 1, 000,! spread over 6,000,000, 
and the eost of supply per unit is, therefore, proportiona) 


00 units, are now 


decreased, The increase of the low-charged power customers, 
Tesulting from making rates in accordance with their willins~ 
ness to pay, is the only means by which the lighting customers 
ean hope to see the charges made to them reduced. When the 
supply is increased from 1,000,000 units to 6,000,000 units, 
the cost of production per unit will be reduced approximately 
by helf, according to the law of diminishing cost, as follows: 
1,000,000 units cost 4 cents per unit, 
5,000,000 units : 


{additional supply) cost 1¢ sents in addition 
per unit 


6,000,000 units “ 
{total supply) cost. a 592 eents per unit, 
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The low-charge supply will leave a fraction over and 


above its extra cost for contribution toward the payment of 
the interest on capitel, and the light consumers will ultimately 
be given the benefit of the above-mentioned contribution in 
the form of reduction of their charges. Without the wholesale 
production made possible by attracting a great volume of low- 
Class business, through the rates that it is mot only able but 
@lse willing to pay, prices could never be Lowered, | 

Again, suppose a motor driver takes a guest to a 
shooting lodge twenty nites from the station, and the charge 
is 310,00. On the way back, the driver overtakes a pedestrian 
and ¢arries him to the station for $1.00, which he be willing 
to pay for the service and which more than covers the eost of 
the extra gasoline particularly consumed im taking that passen- 
ger, am over which he would rather walk than ride, Un- 


deubtedly, it ia mo injury whatever to the original hirer of 
the ear that it earns the extra dollar, Clearly, the pedestrian 
is only brought in by the exceptionaliy low rate, and there 
could be no question of making aim pay half the cost of the 
@®arriage both ways, 

In the case of railway ¢harges, a shipper of coal 
will be perfectiy willing to pay the railway a rate of ten 
dollars per ton from A to B, if he is able to pay it, and if 
mo competing company offers him better terms, but on the other 
’ Rand, he will not be willing to pay a rate of more than eight 
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dollars per ton for a lenger distance on the same line from 

A to C, if another company quotes eight dollars from A to C on 
| its own line, quite apart from his ability to pay ten dollars 
for it. 


Rates in some cases may, in order to retain the traffic, 
gr te develop future traffic, have to be reduced to a point 


where they do no more than cover the additional expenses; and 
in other cases it is entirely reasonable and possible to keep 
up rates to a point where they yield much more than the nomal 
percentage of profit, to meet the interest on the cavitel in- 
vested, 

4fter all, in railway service, as in many other com- 
petitive commercial affairs, prices are based not on the sost 
to the producer but on the willingness of the customer to 
pay, subject to the Limi tation that the iowest rate cannot 
in the long run remain belew the additional eost of the ser. 
_ Viee rendered, and that all the rates as a whole must in 
Gee eng rum cover all the costs, eonstant and variable, and 
joint and etditionsi, of ail the services rendered, 

. Although the railway undertaking is subject to publie 
eontrol as te its rates and other charges, ete., because of 
its being monopolistic and quasi-public by nature, yet rates 
based on the ebility and willingness of traffic to pay are 
absolutely justifiable from b 
ef view, If rates, which are determined according as the 
traffic is willing to pars are to be graded lower by legis- 
lative compulsion in the light of tue distance principle, 


oth economic and sceiei peintes 
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simply besause longer-disiance rates, which are eontrolled 

by competitive and other forces, are lower than the former, 
there will be no point at which the interest on capital can 
emerge. Reversely, if the Longer-distance rates are te be 
raised proportionately to the shorter-distance rates, without 
regard to the willingness of the longer-distanee traffic te 
pay, the railway will lose such traffic, resulting in the 
recouping of the loes upon the shorter-distanee traffic. Ail 
the legislative, administrative, and judiciel compulsion te 
Make raliway enarges according to the distance principle is 
baged upon the hopelessly mistaken idea that equality is 


equity. fo serve the best interest of all concerned, rates 


and fares gugnt to be determined primarily on the basis of 


- the willingness or ability of traffie to pay, as the case may 
be, which depends not upon the distance of Baul or the cost 

of service but aol. od 
forces at work, and the future development thereof, Private 


yf upon its capacity to pay, the comPetitive 


gain based on the economic law is by no means an opposing 

foree to public welfare, and mo system whatever will long 

prevail where this force is neglected, The recent tendency 
in the American rate situation, where the rete-making basis 
is being shifted from the sound principle of the ability and 
willingness to pay to the distance principle, is alto 
deplorable, beenuse the economic basis, which is being stren- 
uously disregarded as repugne 
Justice, constitutes the only principle of developing tke 


rether 


nt to the concept of social 


if 
se 
sal f 
a a a 
2 


ie 
J 


265 


national commerce ard industry with the modern transportation 
facilities, 
2. Benefit. . 
The eost basis, on which tae distance principle largely, 
if mot entirely, depends for its support, must be disearded, 
beesuse it is impractical 


to base rates on gost with any 
approach to accuracy, and if it were, it would eertainly not 
be to the best interest cf the publip cheap, bulky, and com- 


petitive traffic being exeluded from free and unobstructed 


carriage, Cost mot only bears no relationship te the wills 
ingness of traffie to pay, but alse it is independent of the 
distance of haul in the majority of cages, as long as the law 
of diminishing aost operates. 

Rates are equitable and reasonable when they allow 
the development of the largest amount ef traffie, and at the 


same time they as a whole pay the working expenses and leave 


& reasonable mergin for the interest on capital, broadiy and 
in the long tun, sithough cost enters imto consideration te 


@ very limited extent, and must be adjusted to revenue, in. 
stead of revenus being adjusted to cost, 


In a country, particulerly in Americas, wiih ieng 


distences separating leading industrial centers, varying 
ehereeters of geographical division, diversity of natural 


resources, broad expanses of undeveloped and partiaiiy devel- 


ion, 


oped territory, and vast potentiality of future expan 
it is especially essential. to establish railway rates that 
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are based on the willingness of traffie to pay, and the pri. 
mary funetion of the railway operation to conquer distance 
and to create place utility must be allewed to work to the 
full extent. | 

It is the best policy, which is applicable to state 
and private railways alike, to allow then to make rates that 
obtain for then as much traffie as possible, with due regard 
to the potential volume of traffig, being not so high as to 
stop the treffie from going and deretays nage The ¢oet princi« 
ple must be observed very remotely and only for the purpose 
of determining the minimum 
goes without saying that large railwey business at low rates 
is more beneficial to the communities than small business at 
high rates, and this benefit is only passible when Yates are 
made on the besis of the willing 


limits of particular retes. It 


ness of traffic to pay. 


Under the egonomic system of ratesmaking, rates are 


see 


whange of products between the different sections of the 
country, by plecing upon such traffic as are Willing to pay 
higher rates, owing to its high value, freedom from merke + 
competition, easy eceessihility to market, ete., some share 
of the burden thet, in a relatively equal apportionment en 
theidistence basis, would fall pon Less willing traffic, 

This system is perfectly defensible from the soctal 
point of view as well, but unfortunately, it proves a difficult 
task to convince the interested parties of the justifiability 
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thereof, when it is applied to practical cases. The follower 
of the distance principle bases equiteble retes on cost, end 
when he fails in his contention on this basis, he maintains 
that retes should very with the service rendered, or the 
service to the treffic, which is determined by the yardstick 
of distance, and that, therefore, just and reasonable rates 
Should very with the distance of haul. Is it equitable to 
charge $1.00 for one hundred miles and $1.50 for fifty miles, 
simultaneously, over the seme route in the same direction 

: for the treffic of the same volume end description? oa is 
it fair to cherge 31.00 on a shipment snd seventy-five cents 
on another shipment of the identical article of the same _ 
volume for exactly the same service on the same line? These 
Sheetions are very aptly answered through the oyster and motor 
cases referred to in the vreceding discussione. There is sb- 

solutely no injury to anyone; on the contrery, the carriers 
benefit, pecause they obtein an extes sivuae Ses titesere 
benefit, because they are sunplied with the required services, 
and the communities benefit, because every party prospers in 
the business, and the exchange of commodities and persons 
is ecsrried on freely, 211 throuch the establishment of such 
rates and fares as the treffic is sble and willing to beer. 
Wheat is illogicel or unfsir in the makine of the r°tes which 
bring sbout social snd economic benefits and no herm whste , 
ever to any party? 

The sbove cases are very unusually simple. There 


were in question only special retes on single commodity and 
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8nd passengers between two defined points. The traders and 
| passengers concerned were a small number and could be dealt 
with individuslly and directly. The reasoning, however, is 
appliceble with eousl force to any complicated situation. , 
4oworth furnishes the following cese in the Railway Heonomics: 
"Before the grouping (of the British railways into 
four major systems in 1923) by the Grest astern Railway, 
which went in an almost direct line, Yermouth was 121 miles, 
Norwich wes 114 miles, and Cromer was 138 miles, from London. 
But there wes another route via the Midland, eas it then wes, 
from 3t, Pancras, which, passing Petersborough, 118 miles, 
and Lynn, 157 miles, turned east alone the north cosst of 
Norfolk and reeched Cromer in 202 miles, Norwich in 209 miles, 
Yermouth in £29 milese And not only was this latter route 
& good deal loncer to Cromer and very much loner to Norwich 
end Yermouth, but all alone its course from lynn on the west 
to Cromer on the esst it was cut by the direct Greet Eastern 
line from London. The result was inevitable. Unless the round- 
about route went out of the through business altogether, 


agreeing not to compete (possibly being eiven &@ guid pro cuo 


by t.e Greet Eastern elsewhere) its possible rete for Lo don 
traffic was fixed for it. Their practical point was somewhere 
near Cromer, based on the Grest Eastern london-Cromer dis- 
tance, and they had to fall westward towerd Lynn and south- 
ward toward Norwich and Yermouth. In other words, no addi- 


tional charge could be mede for carrying the treffie the last 
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one hundred miles of its journey to Yermouth. But this anplied 
to London only. Intermediste ninees on the Midlend Company's 
line, for instance, Bedford or Weliingboro', hed not the 

Greet Zastern route availeble. they hed to send their treffic 
by the circuitous route. For such treffic the retes, we may > 
assume, rose on @ normal mileage basis, end therefore, from 
Bedford to Yarmouth, 179 miles, the retes were considersbly 
hicher than if the railway company had received the traffic 

in London end hed had to carry it fifty additional miles 

before it resched Bedford. 

"de may essume that if a trader at Bedford hed hap- 
pened to discover this, he would hove been indignant, Cer- 
tainly, on the face of it, he appeared to be trested badly. 
But was it so in reslity? Were there any special circumstances 
entitling him to be charged less than the normal mileace 
rate? if not, he could not complain; he was only charged on 
| aeeeal diatenem, “was the Yarnen tts treffic wureias ®t his 
expense’? No. For we have seen thet, even with rates fer 
below the average, yet it is narnia profitable to the railway 
to cerry traffic than to lose it altogether. Ws the railway 
enabling the London treder to obtain an undue adventerve over 
his competitor at Bedford or “ellingboro'’? Agsin, no. The 
London trader hed eeoase to the short and direet route. There 
ae no reason why he should pay any more than the retes natu- 
ral to thet route. Bedford's only route to Yermouth was a 
gizcaitous onee This might be Bedford's misfortune, but was 


mot the feult either of the London trader or of the railway 
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company. on the whole, there seems no reason to doubt that the 
reilway company was entitled to cerry the traffic nast Bed- 
ford from London for considerebly less than nothing." 

7 Avart from the doubtful economic significance of the 
lone-andeshort haul principle, which has been enacted in the 
Federal and State laws of the United States and in certain 
continental exeentive regulations, railway retes, if they are 
so made as to move traffic freely, must be made either accord- 
ine to the sbility of traffic to pay, as in the case of the 
rate at X in the oyster illustretion, or the willingness of 
traffic to pay, #8 in the case of the rete from X on the 
oysters shinred from Y- Clearly, if between two points, one 
hundred miles apart in direet distance, there ere two raile 
ways resnectively 100 and 150 miles in length, the loneer 
line cannot obtain @ hizher rote then the shorter. Or again, 
if there is © direct railway line and © psraliel route by 
sea, the railway cen only obtein such a rate ss represents 
the averszge ses freight #ih a sarcheres: fer the extra safety, 
speed, regulerity, snd convenience which the railway affords. 
Wherever competition prevaiile, charges effected thereby tend 
for equalization, with or without differentials, as the case 
mey reouire, and such charges sre determined in the natural 
process of economic operstion, without the lesst regsrd to 
cost or dis tence. 

If the lone and short haul clause is applied with 
rigor, the intermediate stetions will obtein an adventeaze 


to which they sre not equitebly entitled, where the competitive 
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or other traffic is of such magnitude and importance thrt 

the railway cannot do without ite wm the other hand, where 
such traffic is not of such importance, the railway simply 
will give up the business end sallow it to divert to the rival 
railway with the shorter line, or, it may be, to the com- | 
petitor by river, canal, or cosstal steamer, or by highway 
motor truck and bus. Im such ceses, the railway company suffers, 
for it loses a profit; the customers at its intermediate 
stetions suffer, for there is no long-distence traffic left 
to contribute to the joint and constent expenses of the rail- 
way on which they ere wholly dependent. lio one gains by 
ietence retes or long-end-shortehaul retes, except the rival 
“earriers. 

Railway ch rges, however, based on the sbove eco- 
nomic principle, thot is, on the ability end willingness of 
treaffie to pay, very often introduce real difficulty. Heonomic 
argument, commercial instinct, seem to point one weaye The 
sense of jastice of the ordinary citizen seems to point the 
other. The success of legisistures and law courts depends 
upon how these conflicting ideas sre reconciled. 

; he bencfit of the economiselly constructed retes 
is obviouse They serve to widen the renge of ecommerce in 
articles whose bulk or weight is large »s compsred with. their 
velue, and the sphere of traveline of the less well-to-do. 
They tend to develop industry end extend communicetion, to 
the best interest of the reilweys becsuse they will build 


up e lsrge business, snd #lso of the public because they ere 


me 
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made to nay in proportion to the benefit received from service. 
They encour ge the largest precticable exchanze of products 
and persons between different sections of the country and 
‘with foreign communities. 
Se Test of heasonsbleness. 
The problem as to the test of ressonebleness for 
the railvay sek as a whole, either singly, territorily, or 


netionally, is ® matter of comparatively recent origin. As 


hes been elready fully discussed before, it hed been of little 


— 


concern both to the public end the carriers themselves, up 


to the passage of the Transportion Act of 1920, in which 


‘the so-celled rvle of rete-makine wes incorporsted. It hes 


since been an estsblished principle thet cherges should be 
ae made 3 yield 2s 2 whole e certein level of revenue in 
regzerd to the value of the property used in rendering trans- 
portation servtuus., | 

og However, this vrinciple is, ss s matter of fect, 
Sactiechie only in a very remote manner, for the total revenue 
comes from the individual r°tes which, where they sre made 
30 thet traffic may be more freely moved and amply developed, 
are to be aade primsrily on the willineness of the treffie 
to pay, without the ieast deference to the cost of service 

or the bt chidios of cerrisge. Theoretically, therefore, the 
cost of service must be adjusted to the entire revenue from 
economic retes, 30 that it may heve a certain relstionshin 


to the value of the property used. In reslity, however, the 
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extent to which cost is sdjusteble to revenue is limited, and 
the géneresl level of r«tes may have to be sdjusted now and 

_ then to meet the sctual railway requirement. Although « rail- 
way hes, evidently, no inherent right to control the profit 
of the public, yet undoubtedly, there is some mergin where 
it cen raise its general level of retes without much affect- 
ine the treffie and industrial situetions, particulerly in 
time of prosperity. Purely from the economic principle of 
rete-makineg, however, the eont eonsiderstion is only second= 
“ry, end ean enter merely ss expediency to meet extraordi- 
nery situstions. 

4s regards inaividuel rates, there could possibly 

ie be no good reeson to doubitie equity end justice in basing 
them on the ebility and willingness of traffic to pay, as the 
ease may be, in spite of the recent tendency in the public 
reguietion to enforee the long snd short haul prinoiple with 
more rigor, and to introduce the distance principle to the 
growing extent, without much regard to the economic forces, by 
diverse conflictine reasons, beged sometimes on the cost of 
service, and sometimes on the amount of service rendered to 
treffic, and also by social reasons based on the advantege of 
the diffusion of incustry and population. 

However, if it is once acknowledged thet the best 
interest of the public as well as of the railways is served 
only by the economically constructed retes, then the test of 
-eagonableness for the individual rates must be the willing- 
ness or ability of the treffic to pay, with incidental reference 
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to the cost of service. In other words, if those retes only, 
which sre determined between the maximum limit set by the 
ability of the treffic to pay ond the minimum limit provided 
by the sdditionsl cost ineurred in the hendling and movement 
thereof, end which sallow the free flow snd healthy develop- 
ment of the treffic, sre equitable snd just, then the yard- 
stick with which to messure the individual rates must neces- 
serily be the willingness, or in some esses the sbility, of 
the treffic to pay. If it is true, the distance principle, 
on which distance rates depend for advisability, will elto-= 
sether be faliecious both socially and economically. 

7 So long as the economic principle, thet prices 
Should be made sccordinge to whet customers are able to pay, 
in limited cases where the business is little affected by 
comeetition, end principally whet customers are willing to 
pey, or, translated into the railway lengueze, what traffic 
is willing and able to pay under diverse forces, is epplied 
to all cases, end so long es the reilwsy does not meke an 
sxesusive prorit out of its operation es a whole, no claim 
i, curetes of monopoly powers, either by one carrier or 
by 2 vroun of earriers, can be set up end justified. 

) "The statement thst low rotes at competitive points 
impose heavier burdens upon local treffic is fallecious. The 
reilroad could not vet the throuzh tr ffic at all unless it 
made low rcotes. iniess carried eat an ectual loss - impossi- 
ble from an economic standpoint - it does the local treffic 
no herme If it pay eny profit - although insufficient to | 


eontribute to fixed ch rges - it reduces the amount necessary 
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to be raised from local shipments. 

“Low retes at competitive points, by producing pay- 
ine business not ot .erwise obtaineble, in the end benefit the 
locsl traffic by enz bling ke railroad to reduce the rates 
thereéone 

"A statute absolutely denying = railroad the right 
to charge less for the lonzer haul, while seeming just at 
first glance, would contrevene those elementary principles. . - 
A railrosd must take business from competitive points at 
competitive retes; smi if it eennot charge intermediate traf- 
fic proportionally more, it must often zo into penkruptey. 
4nd if it must subsist upon the local treffic alone, the 
same result is likely to follow. Insteed of the reailrosd los- 
ing money on lone hauls snd mekine it up on the short, wh»te- 
ever is received from through treffic above the sdditional 
expense of earning it is extra, and goes thet far toward 
” me inteinine the railroad. Inequalities in cherges in fevor 
of the long heul menifestly constitute discriminstion between 
localities; but they sre not unjust unless the differences 
in cherges fail to correspond to the differences in conditions." 
Noyes: Ameriean Kailroad sstes. 

The contention thet the test of resesonableness should 
be based on the cost of service or the distance of hay] is 
evidently supported by those, whose idea is th=t equality is 
equity, or thet social justice is a aifferent thing from eco- 


nomic justice. 


sae 


batik * 
ln Ie 


276 


That equiteble and just rstes sare possible only 
on the basis either of the ebility or willingness of trsffic. 
to bear is quite simple eni clesr, but unfortunately, the 
preveiling sense of justice points to the other way. Perhepsa, 
one main reason why this plain principle is not readily con- 
wened is to be found in the fact thst it is regarded as some- 
thine exceptional - as a clsim meade in reference to railway 


business only, on the ground of a ciepiséd eeneric difference 


between railways and other undertekings. The truth would rether 


seem to be thet railways are only typics] of the grest modern 


business or ganizations. They came first, ami their methods of 


cherging, ®lmost from the outset, differed profoundly from those 
of the contemporsry Small trader, to whom cost plus profit rep- 
resented both an sscertrinable and an obtainable price. In: 

industrial undertakings iti ling ‘esost’ is a very indsterminste 


fieure; 'profit' veries still more widely, both as between dif- 


" #erent perts of the seme business and in peterenie to the busi- 


ness 28 2 whole. The sublic opinion, however, still sssumes 
thet the old principles governe To quote from hewed "Most 
Stele probably heve hed versonal experience of treveling from 
& to B with an ordinery ticket costing, say, #1, end finding 
thet a fellow-passenzer in the same entecine hes obtained a 
Friday to Monday ticket (a week-end arrangement sctedatrety 
made by the British railways) for only 6 3. 8 d. extra. It 
seems somewhat unressonable, snd many people heve, therefore, 


felt that they were being unfairly trested. If the railway 


eould afford to carry = passencer to B and beck again for 
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26 Ss 8 ds, 20 Ss must, they have instinctively argued, vive 
an extortionste pro it on & single journey. And if the 
cost of cerryinge & Single passenrer were a determinate figure, 
and if to that cost it was always possible to add a fixed 
pereentase representing an esveregze end reasonseble profit, 
the criticism would be just. But, ss both hypotheses sre un- 
sound, the criticism fails." | | 
The willingness of traffic, however, vsries with 
each description of traffic end with each condition, end 
consequently, any rate structure thet is constructed on this 
basis must necesssrily heve on the face of it an appearance 
Of irregulsrity, and any attempt to analyze it and errange the 
individual retes therein in a seientific and orderly manner 
Will inevitsbly fail. It passes the wit of the most exper- 


denced officiel of the executive sovernment, of the most 


learned judge of a rsilway tribunal, to decide abstractly and 


absolutely whether @ given rate, say, One ver cent per tone 


mile, is per se reasonable, or whether 15/16 or 1-1/16 cent 
is more or less reasonable. Fixing a rate is, as is shown 


everywhere in raiiway history, an art, not a solence, and 


4t is an art which must be exercised “in a sort of twilieht « . 


in an atmosphere of probabilities and of doubt, where noth- 
ine is very clesr, where there are some chances for many 
events, where there is much to be said for seversl courses, 
where nevertheless one ial must be determinedly chosen and 


fixedly adhered to". 


i hig . 


ae 
pee ee 


ue 


or 


“ 


278 


4s hes been repeatedly emphasized, the totel railway 
cost is in & grest degree independent of the volume of treffic 
earried, and it is slmost wholly independent of the particular 
categories and items of treffic transported. Therefore, it is 
impossible end imprecticable to test the reasonableness of rates 
on the basis of whet the treffic costs to cerry. It would, even 
ft it were, not be expedient or in the public interest. It would 

_ mean to shut out from orriee much traffic that in the interest 
of the community ought to - esrried; it would mean, further, 

* erest restriction of potential treffic, and so a higher aver- 
eRe rete on the treffic actually cerried. Into the fixation of 
setes the ‘cost of service’ enters only to the extent thet any 
rete cannot, broadly and in the long run, be put lower than the 
point at which the amount received for earricge covers the ex- 
tre cost aporoximately estimated for the srneical service involved. 

: In the executive and judicial opinion in this country, 
the test of reasonableness for individual rates had been, until 
letery; grounded on the whole principally, if not solely, unon 
the value of service, which may be interpreted from the circum- 
stences as the willingness of traffic. <dudige Cooley, the origi- 
mel Cheirman of the interstete Commerce Commission, was forced 
at the outset of the work in 1887 to consider the problem 


whether retes, svowedly based on what the treffic would bear, or,» 


in other words, mot on the cost but on the value of service, 
could be regserded as equitable. The very illuminating conclusion 


was expressed in the Commission's First Annual Report, es 
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follows: 

"It was very esrly in the history of railroads per- 
ceived thet, if these agencies of commerce were to accomplish 
the grestest prectical cood, the eherges for the transportation 
of different srticles of freicht could not be apnortioned among 
nen articles by reference to the cost of transvorting them 
severally; for this, if the apportionment were possible, would 
restrict within very narrow limits the commeree in erticles 
Whose buik or weight was large as compared with their Valuee 
"M1 the system of apportioning the cherges strictly 
to the cost, some kinds of ecommerce, which heve been very useful 
to the country md heve tended greatly to bring its different 
sections into more intimate business and soeirl reletions, 
could never have grown to any considersble magnitude, end in 
Some cases could not heve existed at all, for the simple reason 
thet the value at the plece of delivery would not equel the 
purchase price with the transportation added. 

"The treffie would thus be precluded, because the charge 
for carriage would be grester than it would bear. Un the other 
hend, the rates for the carriage of erticles, which within 
$mall bulk or weight concentrste grest velue, woulda on thet 
system of making them be sbsurdly low when compsred to the value 
of the srticles, end then perhaps not less so when the comper- 
ison wes with the value of the service in transportine them. 
it was, therefore, seen not to be unjust +o apportion the whole 


cost of service among all the articles transported upon # basis 
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that should consider the reiettve value of the service more tins 
the relative cost of earrisce. Such method of apportionment 
would be best for the country, because it would enlarge sommnerce 
end extend communication; it would be best for the reilroeds, 
because it would build up s lerge business; end it would not 

be unjust to property owners, who would thus be made to pay 

in some preportion to benefit received. Such a system of rate- 
mek ing would in principle epproximete taxation; the value of 
the article carried being the most important element in deter- 
mining what shell be paid upon ite .« « To take each class of 
freigh. by itseif end measure the reasonableness of cherges by 
reference to the cost of transporting th=t psrticuler class, 
though it might seem abs trectly just, would neither be practi- 
ceble for the carriers nor ¢ msistent with the public interest. 
: The public interest is best served when the rstes sre “ Ape 

. portioned as to encourage the lergest preetiesble exchange of 
products between different sections of our country end with | 
foreign countries; «ni this can only be done by making velne 
en important consideration . . . With this method of srranging 
terifts. little fault is found. and perheps none st all by 
persons who Gonsider the subject from the stendpoint of public 
interest," 

The sbove sdmirable economic principle is perfeetly 
applicable to the fixation of passenger fares as well, though 
whe problem thereof has not come into the limelizht in America, 
for, as said before, service has been more in considerstion 


than ch«rges, end passenger treffic negligible on the whole 
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as compered to freight traffic. The idea of Judge Cooley per- 
vaded throughout the decisions on the numerous esses brought 
before the Interstate Commerce Commission and the courts in 
the eerly period, in which it was held that the best possible 
retes did not rest on the tebles of milesge rates, thet they 
did not réfiees any compsrison of distance: and thet the only 
teat of reasonableness applicable to individual retes must be 
besed on the witkiniiéhs of traffic to pay. 206 Ue. Se 263 | 
20 Ils Ca Ca SOV? 206 Us Se Lt 22 Ie Cs GC. 504; 25 I. Co Ce. 442; 
‘26 Is Ca Ce 20; 29 Le Ce Ce 426; 56 Te Ce Ce 246; 61 I. Cy Ce 635. 
However, the Interstate Commerce Commission devisted 
from this principle towerd the cost or distance erinciple in 4 
few cases, evidently by way of effecting compromise for vehement 
complaints of discriminations. I+ sdmitted thet the value of 
articles was "one of the determinine factors", but it did not 
strictly adhere to it, beeause it wes "though important, not the 
controlling element", anu therefore, it must not be considered 
"as the sole test of the reasonableness . « «" 16 I. GC. C. 587; 
34 Is Os Ce 583; 40 I. Ce Co 73 47 Ie Co Ge 91. The decisions 
on these cases were not based purely on the economic law, but 
largely on politicsl considerstions. 
4. Stesheuinens. 

In commercial affairs generally, snd not in railway 
service only, prices are pasea not on cost to the producer but 
on willingness to pay on the pert of the consumer, subject to 
the special cost of the ertiele sold. or service rendered, below 


which the lowest price cannot so in the long run, and also to 
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the total cost, general as well as special, which ell the prices 
es ¢ whole must cover in the long run. In other words, railway 
charges sre, under the economic principle, determined on the 
ebility or willingness of traffic to pay, snd «= railway under- 
teking heppens to prove successful when, under such rete syse 
tem, the lowest rate on s service in the lone run equals its 
prine cost plus so much of the standing cost es it can and 

will besr, and the total revenue from the entire service equals 
the totel cost of the undertaking plus the interest et the nore 
mél current rete on the capitel engaged. let it charge for : 
its services whst the treffic is sble and willing to pay, and 
the commerce end industry will prosper. If the revenue from 
such charges happens to be insufficient to cover the entire 
expenditures including the necessary interest, no one is to 
blame, the economic situstion of the perticuler time being 
alone responsible therefor. If the situetion is so favoreble 
that the total revenue exceeds the normal level, so much the 
better, and the excess may be either retained ss a profit by 
the carrier, or used to lower its general rete level. 

It may be said, however, thet a railway is not a 
store or a fsetory, but it is by its neture a public or onsets 
public undertaking. It is not only * monopoly, at least to 
some extent, but also the greatest modern business organization. 
Therefore, the me thods which are jastifisble in the case of 
@ menufcetcrer or »s store-Keeper ere mot necesssrily justifi- 
eble in the cease of @ railway. This objection may be 2 fair 


onee The public importance and the monopolistic nature of 
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railway cherges heve been recognized in every country and 

have led many countries to these charges being made directly 
by public functionaries, end in all other countries to their 
beine subjected to a considerable measure of public controle 

The justifiability of the public repulation of rails 
way charges, however, is not a matter of principle, sni in 
whet manner, and to whet extent, the Stete may manege or con- 
trol the railway and railwey rete-making ere purely 4 matter , 
of nolicy. Unlike 4 principle, = policy defies any scientific 
anslysis, end it is only expleinsbie on political srounds, 
which do not permit of abstrect thinking. 

Apperently, 2 question of policy is confounded with 
© question of principle, snd = futile ettempt seems to heve 
been continuously made to justify the political interference 
witn the rete situetions of the country on the basis of some 
theoretical reasons or other. The economic rate#making basis 
hes often been attecked snd condemned by the Interstate Com- 
merce Commission end the Supreme Court es well es by the 
general public, but their contention was founded on an une 
supportable idea that the railway charges were made by the car- 
riers solely by reference to the ability of traffic to pay. 
They overlooked, intentionally or unintentionally, the self- 
evident fact thet the railway cherges, which were mostly of 
eompetitive nature, eiabe : in the majority of esses, made on 
the willingness of traffic to pay. 

In 1910, certain western railways contended, in 


justification of some increases in their freight rates which 
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they were seekine to secure, that the increase in the general 
level of commodity prices above the low point of 1896 had 
| fewaltea in an increase in inet cost of service which they — 
gould only meet through an increase in their rates, and also 
; diet the traffic of the country would well afford to pay such 
| insreasea retes. Thereupon, the shipnineg interests of the West 
: - ga8id, in opposition to the proposition, thet retes should in 
: principle be mede in relation to the vselue of the service to. 
ns Shipvere In effect, the shipners’ contention wes thet 
railway cherges must be made at shippers’ pleasure, ani that 
a reilway hed no right to vsrticipate in the result of a gen- 
erel business prosperity. The Commission disapproved of this. 
“argument, but in that case, Commissioner Lane dissented, his 
very unsympathetic opinion beine as follows: 


“Hates being made upon this theory, the function of 


the. treffic manager is that of a _steteamen; he determines tne 


zones of production and consumption, the sr eeiti of the vro- 

| ducer and the cost to t.e consumer; he makes his retes, if he 
a So pleeses, to offset and nullify the effect of import duties 
and determines the extent and pe os Ree of our foreign markets. 

; "To make rates for transportstion besed solely upon 
the ability of the shinner to pay those retes is ers the 
cherges for transportetion depend upon the cost of production 
rether than the cost of csrriaze - to mecsure a public ser- 
vice by the economies or cticed by a private shirrer. This 


necessrrily gives to the carrier the right to messure the 


amount of profit which tne shipper may make, and fix its retes 
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upon the treffic msnager’s judgment as to what the traffic can 
paye This theory entitles the rsilrosd to enter the books of 
every enterprise which it serves, and to raise or lower rstes 
without respect to its own esrnings, but solely with respect 
to the esrnings of those whose traffic it esrries. This is 
not the regulation of the railroads by the nation, but the 
regulation of the industries snd commerce df the country by 
the railroads." 20 I. C. C. 307. 
In another case, invoiving the sdvance of the rstes- 
on lumber from Georgia points to Jhio Hiver destinations, the 
carriers argues thet they were entitied to shere in the phe- | 


nomenal prosperity of the business, by cherging on the treffic 


according to whet it would consent to pay. The ‘nterstate Com- 


merce Commission refused the advance, on the ground thet the 
increased prosperity was no resson for raigine the railway 
rates, and thet it wes an erroneous a "to make retes 
a high as the erates would beee*s 10 Le Ge C. 548. 

S4gein, on other oceasions of a similer nature, the 
Commission contended thst the amount of profit in the business 
of shippers end menufscturers did not constitute the basis 
for making reasonable retes; thet the right of esrriers to 
participate in the prosperity of shippers by raising their rcetes 
would simply be a license to the carriers to eappropriste that 
prosrerity, or, in other words, to transfer the shipners' 
legitimate profit in their business from the shippers to the 
cerriers; end thet the right to charge 4a certsrin sum did not 


depend at all upon the fact of whether the customers were 
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making or losing by their business. 10 I. C. C. .% 

63 I. GC. Ge 107. Avnart from the question of the reasonable 
maximum limitetion of a carrier's revenue as a whole, the Com- 
mission heid in effect thet the rsilways micht not base their 
retes, in eases where they desirea to raise them, on the sbil- 
ity end willineness of treffie to pay. 

| All the eboveementioned contentions of the Interst>te 
Commerce Commisaion seem to be erroneous, because they do not 
differentiate between policy anda principle; because they 

rest upon the asce.tainability and constancy of the cost of 

Se  eieuler services; end lastly, because they assume that retes 
are made only On the ability basis. 

The value of service principle, the term of which is 
generally used in 4 very broad and ambiguous sense, and often 
employed to mean the difference in the prices of a commodity 
between its points of origin and destination (Railway Rates 
and Treffic, by Colson; Trensportation, by Trevis), but which 
must be interpreted as a princivle whereby 4 railway rate 

is mode according to the value of the service rendered a 
messured by the willineness of the treffic to pey, is very 
often attacked as a princivle of extortion, ss is evidenced 

in the ahieeiaaakienss opinion of Commissioner Lene, But if 
once the justice end necessity of a system of differential 
charging on railways is sdmitted, there does not spcesr to 

be &nythine wnressonable in cherging retes on treffic accord- 


ing to its willingness to pay. The underlyine principle is 
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not one of extortion, but of remission and allevietion. Fr 

- from being in any way peculiar to railways, it is a orinciple 
which not only pervades all businesses and #1] commercial end 
professional life, but is anvlied by the people at lsrge, both 
locally and in their national capacity, es a true basis for. 
the system of taxation, broredly and equitsbly between the dif- 
ferent classes of the community. 

. The same idea, that the cost basis is » fair one, 
and that the value basis is an unjust one, is traceable, though 
to a limited extent, in the court opinions. According there- 
to, railway retes should not be such as the railway could 
meke its shippers pay, and shiny were not reasonable and just 
simply because treffic could afford to pay. 169 U. S. 547; 

42 Le ed. 849; 18 Sup. Cte Kep. 416; 164 U. 5. 5963 41 1. ed. 
566; 17 Supe Cle Hep. 198 Although these cases pr imerily 
oaolves the right of ear -iers hed reise their eae tienlar retes 
to meet the requirements of their tore). costs, end the de- 2 
eisions rendered were not necesssrily to be interpreted as 
, denouncing the principle of charging sccording to wh*t the 

traffic is willing to beer, yet the logicel conclusion there- 
frim points to the ultimate condemnation of the principle 
98 well as the ability basis. : 

All the fallecy in the arguments against the prin- 
ciple of charging whet the treffic is willing to bear come 
about as a result of the failure of clesrly sepsretine policy 
from principle, or individuel rates from general rete levels, 


and the miainterpretstion of the phrase. The term hes un- 


ge 
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doubtedly sequired an ili repute. 43 a matter of fact, how- 
ever, it certeinly represents & principle not of extortion 
but of moderction, because to charge wht the treffie is will- 
ing to beer is not to charge whet the treffie is not only une 
able but also unwilling to pay, as the ease may bee Yet the 
phrase is commonly understood quite differently. It has been 
asserted thet on this principle railways claim to estimete 
themselves produc tion cost 4 and selling price B, and to arero- 
priate es railwey retes the entire difference = in other words, 
to impose on the traffic as much ss it can berr {Railway Probe 
lems, by Jeans). | 

Whetever may be seid abstractly, the truth is tact 
no railway edministration has ever acted, or, more properly, 
has ever been able to act, alone on the basis of the ebility 
of the treffic to pay, but on the whole the majority of retes 
heve been determined according to the willingness of the tref- 
fic to pay. | 3 av oe a) 

The real meaning of whet the treffic is willing to 


pay is thet, within the limitetions - the superior limit of 


what any varticuler treffic ean afford to pay, and the inferior 


limit of whet the railway can afford to cerry it for ~- rail- 

way cherges for the different cstegories of traffic are fixed, 

not according to an estimated cost of service, but roughly 

on the principle of equality of sacrifice by the payer. It is 
the only system which - the point must be reitersted - is, 
always hes been, and, 8s lone 2s the best interest of the 


industry and commerce of s country is to be served on purely 
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economic bases, slways must be adopted on all railways, whether 
they be State enterprises or privete undertakings. 

Wheat apnesrs on the surface of it to be the disad- 
yantege of the principle of charging what the treffic is =sble 
and willing to bear - 4 ceeavekiasl excuse on the part of the 
carrier to meke extortionate rates upon the defenseless pub- 
lic - comes of the failure properly to construe the real characte 


ter and function of railwsy cherges. 
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Ve COMPETITI, 


Rallway eherges, if they sre not to be economic, must 
be determined principally according to whet the traffie is 
willing to pay, end the willingness to pay is determined lerge- 
ly by the competitive forces in operstion upon the particular 
traffic, 

Ae Hquelizetion of Cherges. 

&ithough the recent tendency in the American regula- 
tion of railwsy cherges has been towsrd the disregard of come | 
dati tive forces, they were long recognized as s dominant factor 
in reteemakine, and often encoursged as en sutomatic re-ulator 
of situstions in the laissez-faire philosophy. Even positive 
a were taken to prohibit the earriers from resorting 
-4o9 goncerted ection in allevistine the competitive conditions 
to which they were subjected. | | 

Apart from the problem as regerds the sdvisebility _ 
of protecting the esrriers from the destructive effects of 
excessive competition, a railway must secure as mach treffic 
‘ possible, so lone «s the undertaking is cerried on under 
the economic lew of incressing return. So much of the tovsl 
railway expenditures is more or less fixed in cheracter, and 
so little thereof can be attributed to the cost of carrying 
any particular treffic, thet the railway will naturally prefer 
to carry treffic at a very Small rate rather than not earry it 
at ell. As has been disoussed, it will still be profiteble 
to sell its services at less than the present averaze cost, 
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if the entire cost is thereby reducede To sonkes & low aversve 
cost of service, in order to induce more trsffic to move or 

to inerease the productivity of the capital enzssed, lerger 
amount of transportation must be sold at whetever rete the 
treffic is willine to pay, subject to the maximum end minimum 
limits set respectively by the sdditionsl cost and the ability 
to pay. If two or more prices can be cherged for an identical 


service, it will be worth while to sell some of the transpor- 


tation below the averaze cost of production, provided the 


extra sales thereby rendered possible serve to reduce the aver= 
age eost sufficiently to make the sur-lus, srisine from the 
excess of the high prices over the new cost of production, ex= 
ceed the total deficiency srisine from the low prices falling 
short of the new average cost of production. 

fhe bove principle has alresdy been fully explained 
on the basis of figures, but a simple instance will illustrste 
the situation more clearly, ss follows: 

One train service in one direction necesserily in- 
volves another service in opposite direetion, no metter whether 
there is traffic available therefor, ‘there the train moves 
largely empty, which is senerally the case with the railway 
eperstion, particulerly in 4merice, with its industries end 
population concentreted et fer-between spots and a large 
quantity of lowegrede, bulky, long-distance traffic to trevel, 
it is better to seeure treffiec at any rete, thet more than 


covers the trifline difference in cost between running it full 
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and runnine it empty, than no rete at all. 

It must be emphasized over ezain thet in commercial 
affairs generally, and not in railway service only, prices 
are based, not on cost to the er oaun ce but on value to the 
consumer, as messured by his willingness to vay: subject to 
the limitation thst the lowest price cannot in the lone run 
20 below the sdditionsal cost of the »rtiele sold or service 
rendered, and thet all the prices in the long run must cover 
all the costs, joint as well es additional, of all the srticles 
or services. 

The result of cherging less on traffic less willins 
to pay, due to its smell demand for service, will be the eddi-~ 
tional reveme to the reilway and the possible reduction in 
‘the rites for the ceguler traffic. To be more concrete, coal 
was céecried into Holland from destphalia by a Dutch reilwey 
in 200-ton lois at the rete of abot .65 cent per ton-mile. 

To secure return freieht, Sranish ore wes carried in train- 
ioads from Rotterdam to the iron works in Nestphalie, a dis- 
tance of about 150 miles, at @ rate as low as 0.2 sent per ton 
per mile. Pratt: Railways and Their Keates, Page 275. 

| Jn the whole, regulsr passenver treffic is fairly 
‘well balanced in volume on the up end down train movements of 
any railway, but there sre very few seailways, especially in : 
this country, which heve freight treffic balanced in all di- 
rections. Jn the American railweys, the preponderance of empty 


movements is westbound and southbound. The Great Northern 
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Railroad, during the ten months from January to October, 19265, 
would have carried 1,427 net additional tons per day from the 
eastern to the western termini, without incurring any additional 
train miles, that is, without vemivine any extra cars, loco- 
| motives or train crews. On the Great Northern, the pepe eee 
Milwaukee & St. Paul, the Northern Pacific, and the Union Pa- 
cific systems, the total number of cars moved westbound during 
the period from January to November of 1923 was 304,514, out 
of which 186,038, or 61.1 per cent, were hauled empty. On the 
_ Atchison, Topeka and Santa Fe, an investigation shows that from 
July, 1921, to October, 1923, the number of the westbound cars 
that passed through Belon, New Mexico, was 104,750 loaded and 
85,200 empty. Across the Mississippi River one loaded car has 
been moving westbound as against three loaded cars eastbound. 
In the South, as in the West, the outward traffic consists 
largely of agriculture, ranch and forest products, and the 
preponderance of loaded movements is consequently northbound, 
the flow of empty cars being southward. Taken as a whole, the 
: average number of passengers carried per car varies from ten 
to eleven as against the average car capacity of sixty-four, 
and the average volume of freight carried per load is 
twenty-seven tons as against the average car capacity of 
forty-seven tons. The ratio of the empty freight-train car 
mileage to the loaded mileage is as follows: 


£94 
YEAR LOADED EMPTY RATIO 


1915 12,809,063, 467 6,513,299, 809 -50 
1916 15,714,456,158 6,698,592, 309 24d 
1917 15,774,877 ,027 6,702, 738,644 -  e42 
1918 14,884, 642,008 . 7,101, 739,017 48 
1919 14,176,420,767 6,476,549, 889 ~46 
- 1920 15, 231,697,980 7,205,048, 258 247 
1921 12,564,451, 705 7,256,009 ,922 ~59 


1922 13, 834,368,441 6,741,999,051 049 


Under these conditions, there is absolutely no cood — 
economic reason why Fuvea Daced on willingness to pay should 
not be made, so that the efficient use may be made of those un- 
used capacities, through diverting traffic from other rival car- 
riers or encouraging the rapid development of the potential 
commerce along the lines. The cost of using such capacities 
will be very Little, and any amount of revenue therefrom will 
prove a contribution toward the standing expenditures, after the 
nominal cost is defrayed. It is simply non-understandable to 
attempt to introduce distance rates in the face of this situation. 
If traffic is to be secured as much as possible, rates 
must be made so that it may be attracted, ieneet. and de- 
veloped. © Some portion thereof may move and expand at such 
rates as high as it is able to pay, but most of it is of such 
nature that it will be diverted to other carriers or prevented 
from development unless it is given the rates that it is willing 
to pay. The willingness of traffic to pay is determined by 
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the competitive forces which are operating upon it either 
through transport. tion or mrket. 

The automatic and natural operation is that wherever 
there are more than two Abeterent rontes between two points 
open to traffic, it flows through the route that offers the 
“least resistance. Therefore, it moves only over the line which 


“is the ahortest in distance, the lowest in cost, or the most 


| favorable in other respects, and the other routes serving ~ 
7 between the same twe pointe can never obtain any traific oe- 
tween them, if their rates are not equalized, with the rates 
on the pserallel route, and sre made higher merely because the 
eost is lurger or the distance greater than the latter. ‘The 
gume ig perfectly true with the rates on such traffic as is . 
earried from different points in competition for tho same 
Iurket. Some places are more distant, o cost more in seians 
tion, and if a commodity is given a rate which is higher, or ; 
the same, solely because the distance to the market is greater, 
Or the same it will b« shut out from it, and the identical 
commodity produced sat the nearest place or at the lowest cost 
will monopolize the murxet. If, therefore, the market is umply 
supplied with the goods from all the sources, the rates must 
: be equalized. 
he charges thus eyualized, through transportation 
and market competitive forces, With the charges determined over 
the moat favored traffic according to its ability to pay, are 
the charges that the competitive traffic is willing to pay 


when it moves over the less advantageous routes or from the 


[3 
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less favorable points of production. 

"fo compete is to strive for something which another 
is actively seeking and wishes to gain". 226 Ue %. 61. 
Competition, either transportation, mirket, or industrial, has 
been, is, and will be a dominant and controlling factor in 
| the making of railway cherges, as long as such competition 
 orevatic, and competition, se such, consists of those forces 
effective through the striving for triffic by alternative routes 
Or points of production, which operate upon rates rather than 
upon services. 

) There are only two means avaliable for the solution 
of the problem in connection with competition; elith r the rail- 
way withdrawg from the business and continues its local ser- 
vice, if the disadvantage, transportation, or market is go 
leet as it will be unprofitable their rates for thse compe- 
titive traffic; or the railwey depresses thelr rates for such 
traffic down to the level of the rates for the most favored 
traffic, s0 that similir goods may be laid down on the common 
market to be sold as the same price. Wherever it is found to 
be profitable to participate in competitive traffic, it is 
only too natursl for 2 railway to resort to the latter measure, 
pnt it necessarily involves the situation in which the shorter 
haul is charged for more than, or the some as, the long haul. 
However, the departure from the long and short haul principle 
has an appearance of injustice, and is often made impossible 


by public opinion, even if not by positive law. 15 I. ©. ©. 376; 


211. G. SC. 329 
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Whatever may be said for cost and distance, the fact 
cannot be denied that if a railway is to particip.te in com 
petitive traffic, to the benefit not only of itself but also 
of the public, it mst be allowed to quote such rates as it 

is willing to pay, and that the willingness of the traffic to 
| pay is determined on the basis of the rates that are paid by 
| the traffic situated most favorably either in respect to the 
transportation or market conditions. To secure and develop ? 
Such competitive traffic, rites must be equalized, either the.. 
cane or higher in differential relationships to the advantages” 
as to service. The determinetion of railway charges is no ex= 
ception in the operation of the economic law that, where there 
are mere than two different prices for similar goods on a com- - 
petitive market, they tend to stabilize on the same level. 
Railway charges are controlled by competitive forces exactly 
in the same manner as the other commercial prices. 

In Great Britain, the railways do have mileage scales 
for goods rites, but owing to the ubicuity of the railway, 
water, highway, and market competition, which influences the 
rates for intermediate poinis, they are not only far from being 
Symmetrical mileage tarifies, but touca only local retail bugi- 
a of a small quantity, the wholesale traffic, the large 
consignments, the constant exchange between great centers, : 
the export, import and transit trade, all being done at whet 
are called special or exceptional rates. Indeed, more than 


three-quarters of the entire traffic are being carried at such 
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been Operating very keenly on the rate structures of the coun- 
try. They have affected the rates, ss far ag Denver, Pueblo, 
Salt lake Valley, and west of the Miesourl River, for the manu~= 
factured articles in the Official Classification Territory. 
They have influenced the rates in the West end South at the 
trade centers for the distribution of merchandise, and at the 
concentration points for the neighborhood agricultural ind 
rach products. fo secure the eyusalization of opportunity fer 
the carriers and the business men, a rate structure hes developed 
upon transit privileges and the “in and ont" system, under 
Which jobbers’ warehousing and credit services were taken into 
account, the sum of the car-lo:zd rates to the local jobbing 
centers plus the less-than-car-lo.d rates outbound wus sub- 
stantially balanced against the long-haul dee~than-car-io<4 
rates. | 

fhe willingness of traffic set up by competitive forces, 
and the rates were made favorable for Ste Paul as against 
Kansas City, Omaha and Duluth, 44 I. 8. Cy 289: 35 I. S. SO, 677; 
46 I. ©. C. 585; for seattle as against Spokane, 15 I. C. Ce 376; 
ae te. ©. ©, 162; 21 I. Cw. Co 4003 23 I. Ca On 4543 61 7. SW GL 
226; for Delias and Houston ag against Shreveport, 23 I. C. Cc. 
31; 48 I. C. ©. 312; for Wiest Virginia Cozl Plelds as against 
Pennsylvania, 22 Ie ©. Gs 640; 46 I. CO. %. 159; for Chicago as 
against Toledo and Indianapolis, 43 I. C. ©. 446; 43 I. ©, C. 
458; 46 I. GC. ©. 547; and Boston as against New York and Phila- 
delphia. 
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Vehement outcrids were constantly raised by the people 


located at those economically unfortunate places, and a series 


a of *adjustments® was effected accordingly, but from the theoret- 


ical point of view, the rates were perfedétly justifiable, if 
they were made exactly on the basis of what the traffie was 
willing to pay in consideration of the competitive forces which 
were at work on those rates. Discrimination of economic char- 
acter, the complaints whereof are, therefore, sustainable, takes 
place only in cases where under competitive conditions, rates 
are not mace in conformity to the willingness of the traffic 
to pay. Stated otherwise, the rates which are more or less than 
the amounts automatically determined by the willingness of 
traffic to pay are unreasonable and unjust. The only test in 
this relation, therefore, must consist in the examination of 
‘articular rates as to: 

(1) Whether they are equalized, notwithstending the 
competitive conditions are not substantially similar; 

(2) Whether they are not equalized, notwithstanding 
the competitive conditions are substantially similar; 

(3) And whether the differences in them do not re- 
present the differences in the competitive conditions. Any 
attempt to disregard competitive forces and substitute the cost, 
distance, or ability basis for the willignness principle is 
a desperate attempt to fight against the economic law and 


deprive places and traffic of their natural advantage. 
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B. Railway Competition. 

The instinctive desire of a carrier is to secure 
traffic as much as it can, and it is, therefore, very likely 
that rates are often cut down mnnecessarily below the level | 
required by the necessity of meeting its riv:l line competition, 
or below the minimum limit automatically fixed by the additional 
cost. Although such a situation will not continue very long, 
and chose rates will economically adjust themselves sooner or 
later to the particular conditions, the subnormal depression 
of rates will result in the reduction of the total revenue, and 
the consequent necessity of raising the intermediate rates 
which are already as high as the traffie is able to pay. 

Economic forces will rectify any irregularity that 
‘may be created by excessive and unnecessary competition, if 
pressure from outside is not brought to bear upon the func- 
tion of the intelligent railway manager. Undoubtedly, it 
is advisable to prevent or correct throvgh administrative 
measures such abnormality before it takes place, or whenever 
it actually crops out, but the trouble is that it is impossible 
to fix definitely what excessive and unnecessary competition 
is. It is a matter to be judged on the merit of each individ- 
ual case. As stated before, in Great Britain a circuitous 
route longer by less than thirty per cent and more than fifty 
per cent of the distance of its direct route is prohibited 
as a rule to equalize its rate on fares, on the ground that 


it would be unpecessary and unreasonable. (Sec. 52, Railways 
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Act of 1921) and likewise in America the Interstate Commerce 
Commission has already made it = general practice to allow 
only a circuitous route longer by fifteen per cent up to fifty 
per eent or thirty per cent to enter into competition with 
its direct route through the equalizstion of charges. These 
rules, however, are arbitrary and not at all based on 
any theoretical basis, from the economic point of view, 
except for the purpose of providing a very general standard. 

So Jeske as a railway operates under the law of in- 
creasing return, where it is more profitable to secure as 
much traffic as possible, it is only natural and reasonable 
for the carrier to equalize its competitive rates with the 
rates on the lines serving the common terminals, or make 
differentials for the standard lines. The desire to utilize 
its unused cavcacity by means of the ecuslization of its rates 
is in much the same way and for much the same reason that it 
geeks and builds up business by low rates on low-grade traffic. 
Traffic can be securec only through meeting at competitive 
points the rates quoted by the most favorably situated of the 
rival lines. It is not willing to pay more than the rates which 
are made by the most favorable line according towhat it is able 
to pay. If the less favorable lines make rates on competitive 
traffic solely according to the cost of service or the 
distance of haul over their lines, it will be diverted to their 
rival lines. 


Charging what the competitive traffic is willing to 


eee 
ey 


eae 
en 


heer oe 
Parad as 
Ri ae 


baad 


pay is possible in most cases only when the long and short 
haul principle is violated, but the violations per se is by 
no means unjust. The discrimination against non-competitive 
points are simply economic, hot at all unreasonable; only 
due consideration is given to the natural advantage at com 
petitive points. The theory with respect to the equalization 
of competitive rates in departure from the distance principle is 
exactly the same as the theory on which a railway charges very 
much more for a higher class of traffic than for a lower class 
of traffic for hauling the same distance. Railway business is 
primarily a business of differentiation, and if the latter 
“theory is once kena ptee. there cannot be any reason why: the 
Willingness theory should be denounced in favor of the cost, 
distance or ability principle. 

Wherever two or more railways are open for the move- 
ment of similar traffic between the same points, or for different 
warkete from the common points of production, the rates tend to 
be equalized, with or withent differentials under particular 
circumstances, over all the routes, more and less favorable 
in respect to distafice, cost, ete. The German railways 
charged on Russian grain from the frontier districts to 
Konigsburg for export at 2.5 pf. per ton per kilometre as 
against their local rate of 4 pf. Without ecualization, this 
traffic would have diverted to the Russian railway lines via 
Riga, Reval, or Liban. 


In America, the number of the railways that have 


304 


abandoned their services through the failure to meet railway 
competition, either due to the limitation provided by the Fed- 
eral or State agencies cr the unprofitableness of the competi- 
tive business, has not been small. During the period from 1920 
to May lst of 1925, out of the total number of abandoned rail- 
| way lines (120 covering £,458.95 miles), 11.7 per cent (14) 
covering <9.5 per cent (715.34) miles of the mileage were 

given up on this account. 

Particularly in the South, there are a number of 
short lines situated atrright angles to the main flow of traffic, 
and almost entirely dependent upon their connections for par= 
ticipation in long-haul traffic. All of these short lines are 
weak, With precarious finencial conditions, and their traffie 
is very light in density. To secure traffic is of prime importance, 
and the Interstate Commerce Commission has hitherto permitted 
them to meet the rates of their competitors at the junctions, 
withour regard to the intermediate rates. Theyvare financially 
weak and those rates cannot be blanked with the short—haul, | 
non-competitive rates according to the long ané short haul prin- 
ciple, much less graded back on conformity with the distance 
principle. if they were compelled to observe the cost or dis- 
tance principle, the necessary result would be a reduction in 
their total revenue so great as to make it highly doubtful 
whether they could earn operating expenses. If they are to live, 
they must equalize the competitive rates according to the 
willingness of the traffic to pay, and keep up their Iocal rates 
ms high as the traffic is able to pay. 381, C. C. 412; 
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: me i. CG, GC. B78; 46 3. 6. C. 7iBs 49 I. CG. G. B71. 

Kansas City, Leavenworth, St. Joseph, Omaha, Sioux 
Gity, and other Missouri River crossings have been ecualized 
in respect to their rates from eastern points, 6 I. C. C. 456. 
The rates between the Middle West and the Atlantic Coast points 
have been equalize: on the basis of the standard route between 
Chicago and New York, between those points numerous lines lying 
_ from Montreal down to Norfolk being in active competition. 
With various lines running parallel through a zone of about 
150 miles in width, the rates between Chicago and Omaha have 
been equalized to enable all the lines to rarticipate in the 
competitive traffic. Between Ghicago and St, Louis, lines follow 
closely the Mississivpi River on the one hand, and the eastern 
boundary of the State of Illinois on the other, the result 
having been the rate equalization. Likewise, between St. Louis 
and Omaha, compet itive routes serve as divergent points as 
Kansas City and Freeport, Illinois. Between Chicago and Seattle, 
there are widely separated routes open, as the Canadian Pacifie 
Railway and its subsidiary lines running through the southern 
portion of Canada, and roads lying as far south as Pueblo, 
Colorado, from which tonnage passes throngh Salt Lake City 
northwestward or westward and northward to destination. Fér 
traffie from Denver to San Francisco, routes wre open which 
earry it through Ogden, Uteh, or points in southern Arizona. 
The Pennsylvania Railroad bs in a competitive position with 
the Sante Fe, the Union Pacific, and the Northern Pacifie 


Railroads for the oriential traffie originating at Chicago. 
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Pittsburgh, and Cleveland. The routes leading from St. Louis 
to the eastern Atlantic ports must compete with the routes run~ 
ning to the Gulf ports for Muropean traffic. The routes from 
the Upper liestern Mississippi Valley to the northern Atlantic 
ports are in competition with the routes to the Gulf ports 
for grain traffic cestined for European countries, and as soon 
‘as the intrastate corn rates were reducec in Texas, and inter- 
state flour rates from Minneapolis to New York were reduced, 
and the corn rates from Kansas ané Nebraska to points in the 
South were lowered, in order to keep the equilibrium in the 
eastbound and southbound rates. 

An indefinitely long list of cases, where railways 
can participate in competitive traffic only through the equal~ 
ization of their rates, could be given. After all, however, if 
a railway is to secure traffic, offensively or defensively, in 
rivalry with its competing lines, the rates concerned must be 
equalized, according to the principle of charging what the 
traffic is willing to pay, totally without deference to the 
cost, or distance, or any other principle. Any real evil in 
the excessive competition, that is very likely to occur under 
the hands-off policy, can be removed automatical’y in the 
natural course of the operation of the economic forces, and 
if, for some reasons, competition is to be stopped altogether 
from influencing the making of rates, a policy may be adopted 
to counteract the econémic forces and require the distance 
principle to be introduced, or to compel the extensive consoli- 


dation of rival railways. 


C. Water Competition. 


Competition between railway carriers may be regulated 


within a reasonable extent through mutual cooperation in the 


_ forms of agreement, pooling, etc., but competition between 


rail and water carries has been exerting its full effect upon. 
the railway rates, for cooperation is impossible between those 
teo types of transportation agencies, more favorable protection 
is usually granted to water carriers especially in countries 
desiring to develop their water facilities, and coastwise and 

- e¢ean rates are by nature mostly beyond the control of public 
regulation, owing to the services being in most cases irregular 
and subject to severe internationel competition, or at least 
Susceptible to international conditions. 

The competitive foree operates on reilway rates in 
exactly the same manner as in the case of rail rivalry. Unless 
railway charges are equelized with water rates, usually with 
differentials over the latter, determined on the basis of speed, 
risk, cost, ete., most of the rail traffie will be diverted to 
water lines. 
v Hungarien grain destined for England is movable over 
two alternate routes; the one by rail to Hamburg, ané the other 
by rail to Fiume whence by steamer to destination vie Gibraltar. 
In order to secure the traffic over their lines in competition 
with the water carriers, the German railways had to makea rate 
of 353 marks from the frontier to Hamburg per wagon-load of 
ten tons as against the local rate of 468 marks. 

In Great Britain, traffic origineting at sea ports for — 


London, such as meat from Liverpool; bacon, meat and wool from 
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a Southampton; fruint and vegetebles from Folkestone; beacon and 
dairy products from Harwich; would be alnest totally civerted 
Ete the coastwise lines, unless the railway rates were mace 
according to what the treffie is willing to pay. 

In America, the rivers and canals have lang ceased 
to be a controlling factor in the making of railway charges, 
for the transportation service thereon has remained almost dead, 
partly due to the pressure brought by the rival rail carriers 
_ to bear upon’ them, and partly due to the @meompetency as a 
modern means of Sranarortation. Recently, however, the legis- 
lative tendency ha: been decidedly toward the encouragement of 
water transportation facilities, as evidenced by the enactment 
of the lierchant Marine Act of 1920, and = large sum has been 
expended yearly in the improvement of ports, waterways, ete. 

Up to the close of 1915, and private and State canals had ex- 
tended over 1,547.17 miles, and the Government canals £81.29 
miles, the total mileage, including the other eanalized rivers, 
being 4,385.06 miles. In spite of the hundreds of millions of 
dollars having been spent and numerous streams canalized, com 
merce upon these waterways shows no signs of revival, and prob- 
ably there is not much prospect of further cevelopment to stand 
upon parity with the railways. 

Off the coastwise lines, the Panama Route is the most 
influential. The boats now plying through the Canal are in a 
position to handle practically everything that moves westbound. 
The first inter—coastal steamship service by way of Cape Horn 


or the Straits of Magellan did not much affect the transconti- 


mental rail rates. Upon the builéing of a railway across the 


isthmus of Panama in 1855, and later of a railway across the 


- Isthuns of Tehuantepec in 1907, which opened break—bulk routes, 
4 the distance was shortened from 15,000 to 5,000 miles from 

| New York to San Prancisco, and the charges became greatly cheaper 
than the rail rates. Equalization began as the competition 
between the rail and water carriers grew keener. To aggravate 
the situation, Panama was opened in 1914 for the through oper- 

| ation of stevnihie service between the Atlantic and Pacific 
coasts. At that time it was estimated that, out of the total 
yearly westbound freight traffie of 3,000,000 tons, 700,000 tons 
might move through the Canal. the bbility of traffic, particularly 
westbound, was in most cases determined by the rates charged by 
-the water lines, and the willingness of the traffic over the 
_ transcontinental lines was reduced considerably. The rates 
froma the territories east of the Missouri River had te be , 
equalized. Soon after the opening of the Panama Canal, the War 
_ broke ont, and the steamers on the coastwise eons left for a 
more lucrative ocean serviae, the result thereof being the 
return of the water traffic to the railway lines. By 1917, 

_ practically all the carriers had disappeared from the Panama 
service. The departures, which had been allowed from the long 
and short haul principle in connection with the equalization of 
the transcontinental rail rates, were accordingly withdrawn. 
Toward the close of 1919, however, the Canal service began to 


revive, with the growing number of steamers returning from the 
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Atlantic service, until twelve to fourteen different companies 
are now in regular operation. During 1920 a large proportion 
of the Atlantic-Pacific traffic was carriec by way of the Canal 
rogte, 2,401,210 tons )westbound 1,159,306 and eastbound 
1,241.904) moving through it from May to October of the same 
year. iIn view of the difficult situation, the raileays applied 
to the interstate Commerce Commission for relief, but the Com 
mission, fearing the recurrence of complaints of discrimination 
against the Intermountain district, refused the petition, ex- 
cept as to a few commodities moving between New York and San 
Francisco by way of the Southern Pacific Company's Sunset-Gulf 
route. | 

With the rapid growth of the Panama traffic, partic- 
ularly westbound, which amounted to £5,160,545 tons in a year 
ending in June, 19235, the situation of the Chicago, Milwaukee 
& St. Paul, the Great Northern, the Northern Pacific, and the 
other transcontinental railways has been becoming more and more 
precarious. The adequate sappy of service and the successful 
operation by these carriers depend largely upon the legislative 
and administrative wisdom of the country. Antagonistic bills, 
particularly the Gooding Bill, would seunlt only in the destruc- 
tion of the great rail systems of transcontinental service, in 
conjunction with such measures as calculated by the Hoch-Smith 
resolution. | 
) It is perfectly justifiable, from the economic view 
point, for she rekinays to make through rail rates from the 
Atlantic to the Pacific seaboard, low enough to meet the water 


rates between these points, whenever it is deemed profitable 
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for them to hold traffic in competition with the water carriers. 
It is absolutely no social injury to anyone that these railways 
try to secure as much traffic as they can, and if they are to 
continue to supply their adequate service, they must be allowed 
to make such rates as they think desirable for such traffic. If, 
however, it is the national policy to ¢@heck the development of the 
"transcontinental railway facilities and substitute thereforrthe 
Canal service at the expense of those railways and the publie 
served by them, there is nothing to say. 
if rail rates are made according to the willingness 

of the traffic, to which the coastwise lines are open, with a view 
to holding and securing negatively and positively, as against 

the Panama steamship carriers, the logical consequence will be 
that rail rates to important inland points, even at considerable 
distances from the coast terminals, are a good deal higher. It 

is only too natural that in the transcontinental traffic, the rates 
to Intermountain points, such as Spofene, Salt Lake City, Denver 
and Reno, are made to approximate the charge tothe Pacific Coast 
points, plus the back—haul rates. This rate system may make 

the coast terminal cities the distributing points inland, and 
prevent the growth of interior traffic centers as rivals to 

those on the coast. The discrimination is not at all unfair. 
Even if the terminal rates are kept high up, the coast points 
will continue all the same to receive the benefits of the cheap 
steamship service. As long as free competition operates, any 
interference with the railway rate system can never place 


the Intermountain district on parity with the coast cities, and 
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any attempt in this direction would fail unless the coast could 
be pushed up to the mountains. 

When the transcontinental railways were subjeét to 
competition with the effective inter-—coastwise lines, the rates 
were made to divert business from the water lines from the Atlan- 
tic seaboard to the Pacific ports, on the principle of charging 
with the traffic is willing to bear. 468 I. C, C. 79; 61 I. Cc. C. 
226. The competitive force has been influencing the transcon- 
tinental railway rates, more severely on westbound, owing to the 
traffic and carrier conditions, but nevertheless, the eastbound 
traffic is not always free from the influence. It was claimed 
(in 1922, by a vice-president of the Chicago, Milwaukee & St. 
Paul Railway) that eighty per cent of traffic from the Orient 
destined for points east of Chicago, especially to New York, 
would be diverted to the Panama route, if the railway charges 
were not made to meet the competition. 

After all, as far ad transportation competition is 
concerned, the American railways are exposed to rivalry, not only 
with one another and the coastal and inter-coastal water carriers, 
but also with the Canadian systeis. There is a possibility of 
through routes being established between Chicago# Buffalo and 
other points serbed by the Canadian railway lines on the one 
hand, and the points on the Atlantic, the Gulf and the Pacific 
on the other hand, in part over the Canadian rail lines and 
their own or other connecting water facilities. Besides, on the 
strength of Section 27 of the Merchant Marine Act of 1920, very 


roundabout through rail—water routes may be opened for traffic 
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between the Middle West and the Pacific seaboard; such as St. 
Louis so San Francisco via Chicago -~-~ Montreal by the Canadian 
lines --— San Francisco by German boats; or via Chicago --- 
Buffalo by the Canadian lines --— New York by the United States 
lines --—- Los Angeles by Japanese boats ~~ San Francisco, etc. 
Under such actual and potential rail and water competitive 
circumstances, coupled with market rivalry between the Pacifie 
ports and between the Middle West and Eastern markets, the rail- 
ways must be given free play in the making of their rates satis- 
factorily to meet the situation, entirely liberated from the 
hecel and administrative pressure, if they are to live at all. 
An attenct to introduce into the transcontinental system the 
distance principle would mean nothing bgt the disintegration of 
the rail carriers, and an undue preference for the Panama route. 
The intermountain people would suffer from higher rates and 
the ultimate deterioration or withdrawal of railway service, 
instead of obtaining a benefit of what they claim to be a just 
and reasonable rate system. All the trouble comes of the 
policy for the inflexible regulation of railway rates. 

As regards the Mississippi River situation, competitive 
eonditions disappeared to a large extent about a quarter of a 
century ago. During the war, however, necessity was felt to 
supplement the rail facilities with water service, and in 
september of 1918 the Railroad Administration started a Federal 
barge line on the Mississippi and Warrior Rivers between St. 
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Louis and New Orleans, under the name of the Miscsissippi-~—Warrior 
Barge Line Service, With the enactment of the Transportation 
Act in 1920, it was transferred to the operation of the War 
Department, ane has since been carried on rather as an experiment, 
but it has not as yet developed to constitute a real force to | 
hold down the railway rates, except as to the section between 

St. Louis and Ohio River crossings where comparatively heavy 
traffic has been moving. In June, 1923, there were in operation 
only seven towboats, fifty barges, and twenty-eight miscellaneona 


_ equipment, and the volume of traffic handled during the year 


ending in the said month was as follows: 
Mississippi Seetion - 
southbound | 327,511 tons. 
Northbound 267,604 tons. 
Warrior Section — 
Southbound ; 159,691 tons. 
Northbound 126,332 tons. 
At present, the railway rates are not much affected by 
the — line charges, which are determined, as a rule, at a 
20-per cent differential below the former. Unlike other wi 
the railway rates control the water rates in this situation. 
When the railway carriers were more free from Government regu- 
lation as to their charges, the development of water companies 
on the Mississippi was almost hopeless, as for instance, the 
Illinois Central could control the situation by driving: a steamer 


line out of existence through cutting its long-haul rates at 
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the river landings. uch criticism seems te have been directed 
against the practices of the railways operating along the River, 
but as a matter of fact, competitive forces, for which neither 
party was responsible, determined the rates chargeable on the 
traffic, and the party who conld not resist them had to with- 
draw from the scene, owing to the economic disadvantages. With 
light traffic, frequent trans—shipments for long haul, bulky 
lumber mostly not being tributary to the River, dependence upon 
rail lines for short-haul, and service not so flexible as rail- 
ways, particularly for the crop seasons, the water carriers were 
doomed to fail, and the railways were in a natural position to 

_ Yetain the control on the Mississippi. 33 I. C. CG. 297; 37 
i, CG. C. 579; 53 I. C. C. 295. From the economic standpoint, 
there is hardly any reason why a large sum of money should be 
thrown yearly into the river to destroy the railway carriers 


along it by subjecting them to stringent regulation. 


The rates between New York and the Trunk Line Territory 
points east of Buffalo, Pittsburgh, and Huntington on the one 
hand, and St. Paul, Minneapolis, etc., on the other, have been 
equalized with differentials with the Great Lakes routes. 14 
I. G. GC, 299; 46 I. C. C. 595; 61 I. C. C, 289. What economic 
interest would be served by forcing those rates to keer rela- 
tively higher than the rail-water rates, simply because of the 
illusionary relationship to the local non-competitive rates? 


iloreover, where boat lines are economically advantageous in the 
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rivalry with the rail lines, it is even perfectly justifiable 
for the latter to absorb the former and hold up the level of 
railway rates to a necessary point, if the railway service as 
a whole is to be preserved intact. 

A great injustice is being perpetrated especially 
upon the transcontinental railways traversing the Mississippi 
Region between the Alleghenies and the Rockies, from the water 
competition which is amply subsidized, wholly unregulated and 
unduly protected. 


The Federal Government had by June 30, 1921, expended 
$443,000,000 on the Panama Canal service. The coastwise port-to- 
port carriers are notmrequired to publish their rates, and if the 

tariffs are published, they are not obliged to maintain them. On 
| July 1, 1922, the Conference Rate Agreement broke, and a rate war 
ensued, wich continued until July 31, 1923. During the strife, 
rates fluctuated violently, fifty percent being cut overnight 
in the extreme cases. In fact, those carriers are in a position 
to “make one man one rate, and another man another rate*, and 
rebating practices are quite possible. ‘They enjoy a monopoly, 
as a rule, excluding foreign vessels from the coastal service. 
Not only the Canal is maintained largely from general taxation 
but port terminals are place: at their disposal wolly or prac- 
tically free. On the other side of the casem the rail carriers 
are fettered hands and feet in the making of their rates and 


in the utilization of their empty cars westbound. The problem 
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is whether the rail and water carriers should be given a fair 
and equal ehance to prove their relative économie advantage, or 
whether the water carriers should be given a preferential treat- 
ment at the expense of the rail carriers and the people at 
large. | 

D. Road Competition. 

The railways continued to struggle under rail and water 
competition and market révalry, and recently they have been 
driven into a still more precsrious situation with the advent of 
motor competition. There is a growing possibility of motor 
truck bus competition, especially in respect to terminal hand- 
ling and local transportation within 100 miles. The competition 
has already been recocnized as a determining factor in the making 
of railway charges. 8 1. C. C. £55. 

With the construction of hard roads, the number of 
private eutomobiles anc buses has been rapidly increasing, and 
the short-distance railway traffic has been continuously diverted 
thereto, chiefly owing to the inflexibility of the railway charges. 
The number of passengers carried steadily declined from 
1,769,913,000 in 1920 to 931,348,000 in 1924, and the heavy loss 
is attributable mainly to motor car competition. The pleasure 
| riding class paying full fares or slightly reduced fares has 
been largely lost, and tha remaining short-distance traffic is 
largely composed of the very low-rate commuters. 

The President of the Missouri Pacific testified, in 
the hearing of the Interstate Commerce Commission, on the position 


of the western carriers for a five per cent inerease in their 
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freight rates, which was started on September 8, 1925, that 

in the West the railway revenue had declined substantially since 
i920, due to the failure of the railways to neet the competition 
of buses, automobiles and trucks for short-haul traffic. Hard- 
surfaced roads had been continuously built, in most cases par- 
allel to the rail lines between points of the considerable 
movement of merchandise anc passenger traffic, until fifty per 
cent of the Missouri Pacific's System's mileage was paralieled 
by hard~surfaced or improved rosds. Short distance passenger traffic 
was greatly diverted to buses and private automobiles. As re- 
gards freight traffic, the Railway carried from Memphis, Tenn- 
essee, to Crawfordsville, Larle, and Parkin, Arkansas, 17 to 

S32 miles, 7,826,692 pounds of less—than~—car-—load traffic in 
1919, but the volume fell very sharply down to 1,391,956 pounds 
in 1921, after the construction of hard roads between these 
points. The effect of motor truck operation was much severer upon 
the less-than-carload traffic from Little Roek to Alexander, 
Boyant, and Benton, Arkansas, 17 to 27 miles, the traffic de- 
clining from 2,185,758 pounds an 1919 to 180,774 pounds in 1921. 
Upon the completion of the road-building program in the West, 
the destructive results would be multiplied manifolac. The com~ 
petition was not temporary but permanent, and yet in the face of 
such situation the railways were obliged, under the inflexible 
regulation as to their charges, to continue their service at 

a substantial loss, because all the traffic was not diverted to 
motor transportation. 


According to the address made by the President of the 
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Chicago and Northwestern before the Chicago Association of Com- 
merce on September 30, 1925, on the western railway situation, 
all the railways in the fifty western systems covering 132,000 
miles of road were in a very dangerous situation, owing to the 
enormous increase of motor vehicles encroaching upon the rail- 
way field, and the refusal of the State and Federal authorities 
to ed just their rates to meet the competition, and discontinue 
their unprofitable branch line service, coupled with the expan- 
sion of current and standing expenditures and the increase of 
taxes. 

Out of the 120 abandoned railway lines extending over 
2,438.95 miles from 1920 to May Ist, 1925, 8.4 per cent (ten) 
of the lines covering 4.3 per cent (104.46 miles) of the mileage 
were given up owing to the failure to meet roac competition. 
Bureau of Public Roads of United States Department of Agriculture. 
Motor competition is not at all confined to the western railways, 
but it is univerdal. It is estimated thet ten per cent of 
the entire rail mileage may be profitably scrapped, under the 
present rate regulation, and on another ten per cent of the 
mileage (that is, 25,000 miles) fifty per cent of the railway 
traffic has been diverted to motor vehicles. William F. Hamilton, 
at Business Association Dinner in New York, November 11, 1925. 

On the one hané, the railway carriers are operating 
under the long and short haul and the distance principles and 
are being deprived of their economic function; on the other, 


the motor transportation remains practically free from rate 


520 


regulation, and is allowed to take a very offensive attitude 
against the railways. No State has as yet regulations of the 

Same scope and extent as for the railways, and, moreover, any 
State is not possessed of adequate power to control interstate 
motor rates and service, in spite of the fact that the Interstate 
Commission has also no power over them. Buck v. Kingkendal, State 
Director of Public Works of Washington; Bush & Sons Co. v. Malloy, 
Public Service Commission of Maryland, The Supreme Court decision 
jacks former case, involving the State statute regulation buses 

i cseeet: ax interstate commerce, concludes that State laws prohibit-~ 
ing operation over State highways of bus lines between points in 
one State and points in another State are in violation of the com- 


merce clause, In the latter case, the decision is related to trucks 


engaged in interstate commerce on highways, and is identical with 
that in the former case. The result has been that motor buses and 
trucks, which are allowed to operate aimost freely as regards rates 
and services within a State, can be engaged in interstate commerce, 
and operate to any extent as and when they please, in contrast to 
the railways, which aust maintain service, under risid State and 
Federal chetnttae, regardless of the condition to meet the compe- 
tition of uncontrolled motor carriers. 

The public, through meeting highway cost by taxation, 
subsidize and protect the carriers by motor vehicles at the sacri- 
Shon of the rail carriers, but seem to have not yet recognized fully 


e far-reaching effect of such policy upon the transportation 
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system of the country. 

E. Market Competition, 

Exactly as in the case of transportation competition, 
where the reilwey cherges on traffic re be tween two common 
points tend for equalization over all the routes, where two or. 
railway routes, not necessarily of different companies, carry the 

. eommodity from different localities to the same market, whether 
domestic or foreign, or from the same market to different place, 
there is a tendency for those carriers to equalize the trade oppor- 
tunities of these places through the teditté adjustment of their 
charges, The various coal fields in South Yorkshire, which are 
served by different railway lines, compete for the London market; 
under such circumstances, each railway seeks to fix rates therefor 
that will enable the coal mined at the field or fields it serves to 
move to the common market. ‘The @xport traffic from Pittsburgh, 
Cleveland, Cincinnati, Chicago, Kansas City, St. Paul, and other 
central-western points to Europe is given such rates by the railways 
sie betunen those points and the wexte on the Atlantic and the 
Gulf, as will equalize those ports so that they may participate in 
the handling of the traffie. Usually, market competitive forees are 
at work in the making of equalized rates on routes of different 
railway compatiies, under the economic principle that almost any rate 
to secure traffic a better than no business at all, but they often 
influence the rates on lines of the same system, solely in order to 


serve in equality the trade interests of different places along its | 
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lines. liverpool and Bristol compete for the same export traffic, 

and the only railway system that serves these ports is the yialend 
Railway. Even without grouping or equalizing them, the same amount of 
traffic may, without diversion, move over the line of the said railway 
through whichever pert that gives lower rates, but nevertheless, they 
are grouped and uniform rates are quoted for them, simply from the 
pressure of the market competition, likewise, the Tumber ports (Hull, 
Goole, and Grimsby) are equalized with or wi thout ss Pteranbiale for | 

| rate-making purposes. Hamburg, Rotterdam, and Antwerp are given an 
equal opportunity for the handling of the export steel traffic from 
Dusseldorf. The rates are equalized, with differentials, over the 
Germen railways, as follows: 


Ports Distances Local Rates Export Rates 


(kilometres) (marks per ton) (marks per ton) 
Hamburg 586 | 9.70 , 5.40 
Rotterdam 220 : 6.10 » S96 
Antwerp 194 7.20 5.20 


In the United States, too, the Interstate Commerce Com- 
mission recognized to some extent the force of market competition up- 
on the making of rates, in spite of its continuous attempt during re- 
cent years to disregard it, and stated, "the Commission may consider 
narket competition", 31 I.C.C, 495; 51 I1.0.C,. S11; 41 1.0.0. 1. 

Innumberable instances may be cited where @ifferent places 
aie equalized through the establishment of rates on the basis of the 
WiTTingntes of traffic to pay. Unless the principal jobbing centers 


on the Missouri River are equalized in respect to business from the 
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East, and if, insteaé 
tance basis, most of them will porish and 
with Omaha; the Santa Fe ana the Chica 


.» tates therefor are fixed on the cost or disg- 


Northwestern ani. the Illino: 


1, the Wabash, the Chicago-Great vestern, 
Pacific serve both cities. If Omaha 


3m the Missouri 


and Kansas City are to partici. 


at the same time the mutual interest of the above-mentioned carriers 
is to be considered, the rates for the two cities mst necessarily be 


mal in the rate structure betwoen 


and Missourl River crossings, where 
uniform rates are in effect exeept over relatively greater distance 


from points on the lower Rississippi River te Sioux 


cher points on the upper Missourd Kiver, on 


107 rates preva 7” Te be specific: in July 9 1922, 


omaha; from St. 


maha; from Minneapolis to Omaha; : 
Kensas City; from Chicazo 
Atchison, Leavenworth, and Kansas 


aukee to Sioux City, 


to Sioux Cliy, Omal 


Gity; from St, Louis Sioux City; 
and from Peoria to Sioux City, were all uniform. ($121.50 for first 
class). Secause of shorter distances, a lower rate (J91.50 for first 


Class) was quoted for treffie from Ui 
Paul to Si 


oux City; and from St. Louis to Omaha, St. Joseph, Atchison, 
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 genters in the West, 


Leavenworth, and Kansas City. 
These inbound rates are equalized te place the jobbing 


centers on equal footing, in respect to business with the supplying 


market, and outbound rates must likewise be equalized to afford aif- 


ferent es centers an equal opportuni ty in relation to distribu- 
tion 


among local consuming points. The struggle of the jobbing cen~ 


ters west of the Ei ssourd River with the Missouri River cities, such 


: a) ldncoln and Grand Islana versus Omaha; Topeka, Rutehinacn, and 


Wichita versus Kansas City, ete., has resulted in the Missouri River 
combination rate system. 43 1.0.C. 689. 44 1.0.0. 339. 
Competition among Butte, Helena, Anaconda and other jobbing 


and among the carriers serving these points is 


pesponaibie for the creation of the Montana common point system in 
relation to the traffic from Chicago, St. Louis, and other Mississippi- 
Missouri points. Thus the class rates from Chicago, Duluth, and Mem- 
phis to Butte and Salt Lake City; fuon the Wet River points to 
these places, and from the Mississippi River points, Ste Paul included, 
to these places, have all been cumpiieels respectively. 


likewise, the Colorado Common Point Group has been created, 


extending along the base of the mountains from Cheyenne to Trinidad, 
Daluth and Twin Cities have been grouped in respect to the traffie in 
the western territory in the Dakotas, 


If the west-bank Lake Michigan ports, such as Manitowac, 


Sheboygan, Milwaukee, Racine and VYaukegan, were not grouped with 


Chicago for the business with the East, they would not be able to 
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participate init. 44 1.C.C. 602. 

Sa the Mississippi River situation in relation to the East, 
the crossings have been equalized on the basis of 117 per cent of the 
Chicago-New York rates, and their rates have been applicable as pro- 
portionals for the through rates to breaking points further west, in 


spite of the wide variations in distance between these crossings, as 


follows: 

| Dubuque - New York | 1,079 miles, 
Clinton - liew York 1,050 miles, 
Davenport - New York (21,095 miles, 
Muscatine - New York 1,119 miles, 
Burlinton - New York 1,102 silen, = 
Fort Madison - lew York 1,121 miles, 
Keokuk - New York 1,119 miles, 
Quincy - New York — | 1,129 miles. 
Hannibal ~- New York 1,118 miles. 


louisiana - New York | 1, 144 miles. 
St. Louis - New York 1,065 miles. 
Be i. CG, Cy 473 29 I. C. Cy SBOP B21. C, Cp 4715 BSI. C. C. 409; 
33 I. GC. Cs 675, 
The rates between the points in Iowa and along the River, 
and westward to the Missouri River crossings, were equalized in dif- 
ferential relationships. 211. C. ¢. 546. It was economically 
necessary to equalize the rates at all the Mississippi River crossings 
for the traffic from or to the points in Indiana and Ohio. 46 1. 0. ¢. 


Bos 46 i, ©, ©. 39: S81. Cc. ¢. 493, 
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For the mutual benefit of the railways and shippers, the 
rates on the lake cargo coal from the Yest Virginia and Kentucky 
mines to the Lake Erie ports, to furnish back-loading to the boats 
bringing ore from the Minnesota ranges, were equalized. The business 
was highly ocubelttte as between the carriers and between the mines, 
and their participation in the business was only possible when rates 
were equalized from the points of origin. 

| The rates from the West Virginia mines to tidewater were 
also equalized. In 1912 the Norfolk and Western was permitted to raise 
its rates from the Pocahontas field above the level of the rates from 
the New River field of the Chesapeake and Ohio. Upon the refusal of — 
the Chesapeake and Chio to advance its rates correspondingly, the 
Norfolk and Western had to withdraw ite advanced rates, for "more 
traffic at lower rates proved to be better business for the carrier 
than less traffic at higher rates", 

If Kansas salt and Michigan salt are to find their market 
in the intervehing territory, the railway charges mst be peuationd, 
exactly as in the case of Kansas flour and Minnesota flour for the 
eastern market. 

Pennsylvania anthracite coal must be put on the market in 
many northern and northwestern states in competition with Indiana and 
Illinois soft coal, and this is possible only if the rates on the 
former are equalized with those on the latter traffic, with or without 


differentials. 
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7 fo participate in the business in the territory including 
Chicago and Milwaukee, én epupetitinn with eastern and southern points 
of supply, the railway lines in Iowa had to quote nine cents on the 

«first class for the common market, with ten cents for the nearest 

; pointe in Illinois and twelve eents for still nearer points in “iscon-— 

| sin. If they had raised the rate above nine cents, they would have 

sustained a weave lene, 42. I, Cu Ca ds | 
California, louisiana and the Atlantic seaboard compe te 

with each other tor tn Chicago market with their cane suger SUPD.Y 


The western refiners were barred from Chicago, and in 1914 the western 


railways proposed a rate to Chicago to enable the refiners to reach — 
the market, and also themselves to utilize their eastbound empty cars. 
The rate to the Missouri Hiver crossings had been fixed at 55 cents, in 
equalization (with @ 2Secent differential above) with the rate from 
ew Orleans. The New York rail-lake route to Chicago had been 46 cents 
dn equalization (also with a 23-cent differential above) with the rate 
_ from New Orleans. The proposed rate from the West to Chicago was 
therefore 46 cents, The 55-cent and 46-cent rates were determined 
exastly according to the willingness of the cane oneee traffic to pay, 
without the feast reference to distance. If the distance principle 
had been observed, the western sugar industry would have been denied 


participation in the business at the Chicago market. 
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Not only railway rates, but also transit privileges have 
been extensively employed to equalize the competitive situation. The 
railways serving the grain fields and the primary markets, particular- 
ly Twin Cities, Chicago, and the Missouri Sivis Gaveiees, had to 
‘eoutrol the grain traffic destined for the estern districts by means 
of the equalization of the charges thereon. The transit scheme was 
resorted to for this purpose, in which full in-rates were quoted for 
the traffic moving from points of origin to transit points, and the 
balance of the cut through rates was charged for the movement thereof 
from the Sranai’ to eastern point, 33 I, C. GC, 133, Milling business 
was, as a result, pemmenkentell at the rate-breaking points, such as 
Twin Cities, Chicago, 5t. Louis, and the Missouri River crossings, 
the other intermediate towns, where the in- and out-rates were in 
“excess of the through rates, were consequently shut out of business, 
tor which the economic forces alone were responsible. 

The fabrication of stetl in transit into bridge materials 


and structural steel has also been employed as a means of equal- 


ization. In 1908-9, the Wheeling and Leke Erie Railroad inaugurated 
a fabrication-in-transit arrangement at Toledo and Canton, Ohio, and 
the charges for this privilege were so made as to equalize the switch- 
ing costs in the Pittsburgh district. ‘The result was that the Toledo 
steel fabrication plants were placed to compete effectively with the 
plants in the Pittsburgh district, by establishing a through rate 
from Pittsburgh, instead of the otherwise Toledo combination for the 


structural steel to Detroit. ‘The lake Shore extended the privilege 
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to the plants at Cleveland, Buffalo, and Elkhart, Indiana. The Big 
Four had to add Indianapolis, the Pan Handle (Pennsylvania), and 
Maurice. The Baltimore and Ohio followed the practice, oa in less 
than six iotthé utter the’ Wheeling ‘and Lake Erie introduced the 
scheme, the fabrication privilege widely extended to points iit 
Ohio ana Indiana, 14 1. C. C. 121; 15 I. C. C. 370; 29 I. 6. Ce 
0. Equalization through this means has Since been developed year 
after year, 11. C. C. 401; 10 I. C. C, 193; 16 I, C. 6, 252; 

‘le I. Ge GO, ROO¢ 221.0, Cy 260; 231, Cc. CL. 161; 23°21, °C. Cc. GFR: 
24 1. C. C, 340; 25 I. C, C, 663; 26 I. C. C. 204; 27 I. C. C. 286; 
me aa°G. ©, 401; 29 I. C, CC, TO; 29 7, C. 0, BOGy 29 3X. 6. Cy B66; 
meee ©, C, BG0¢ SB I, C. €. 186; S2°%. GC. C, S197 36 I. C. 8. 
49 I, C. C. 674, 

Before the War, the class rates wane the same to Atlanta 
from New Orleans, the Mississippi River towns south of Memphis, the 
Ohio River crossings, and Baltimore (via rail and water), to enable 
all these points to stand on equal terms in respect to their southern 
trade. | 
| fhe rates from St. Louis to Texas have been made appli- 
cable to the upper Mississippi River crossings to divert traffic to 
the northern crossings and the Kansas City gateway and route, 

The Missouri River crossings and Twin Cities are equalized 
for traffic to Butte, and St, Paul, Minneapolis, Kansas City,manda 
Omaha are differentially equalized for traffic from Puffalo, Pitts- 
burgh, and the points east of Huntington within the Trunk line Terri- 
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tory, for the purpose of fixing the propostionals to the Missouri 
River on the traffic from the East to Butte. 
| The rates on California citrus fruits have been equalized 

with those on Florida citrus fruits, destined for the markets east of 
“the Dicedeci pet River. Southern California citrus fruits were in 

“competition for the eastern markets with the lemons from Sicily. The 
cost of production was much cheaper than in California, and the pro- 
tective duty of 31.00 per hundred pounds (increased by the Payne 
‘Tariff act to $1.50) was insufficient to enable California crowers 
to participate in the business in the territory east of the Mississippi 


River, owing to low water transportation available to the Sicily 


lemons, Rates from California had to be made according to what the 
traffic was willing te vy, if it was to find its way against the 
competitor. 19 I. C. C. 148, ) 

California desired to send its explosives to the El Paso 
market in competition with Colorado and Kansas City, and rates were 
made without deference to the distance principle, 40 1. C. C. 573, 

Only through the violation of the long and short haul 
IGS alk Shs Fixtin of yetse acserding te ihe willinevese of 
the traffie to pay, Kansas City ani St. Louis could find a market at 
Pexerkana for their cement in competition with New Orleans, Dallas 
and Shreveport. 48 Ta Cy Seq BOle 

In the westbound transcontinental situation, the market 
competitive force exerts tremendous influence upon the rate system, 


in conjunction with the intercoastal competition. The territory east 
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of the Missouri River is in a position to semd a large supply of 
manufactured products to the western districts the haul of the 


supply from the East to the West passes through points of conflicting 


interests; the farther sources of supply enjoy the benefit of water 
, competition; ana the interests of the participant railways are di- 
= vided, those serving Chicago, Twin Cities, St. Louis, and other Middle 
West cities desiring to place the business interest of these points 
on —— with those of the Atlantic seaboard competitors on 
the Pacific Coast markets. Equalization will be inevitable, if all 
the interests concerned are to be served equally according to the 
economic forces, The intermediate rates must necessarily be the com- 
bination upon the nearest terminals, as for instance, the Reno rate 
will be the through rate to Sacramento plus the local rate back, to 
meet the business from New York to Reno by way of the Sunset-Gulf 
dine to liew Orleans or Galveston and thence by rail to the destina- 
tion, Market competition, coupled with transportation compe tition, 
is solely responsible for the consequent concentration of jobbing 


business and population on the Pacifie Coast, such as at Seattle, 


Portland, and San Francisco, which may be detrimental to the devel- 
opment of inland towns, Reno, Spokane, ete., but which in reality is 
merely a logical result of their being unfortunately in a geographic. _ 
ally disaivantageous location, Up to the war emergency, the Inter- 
state Commerce Commission had upheld this situation, in recognition 


of the need of keeping the intermediate rates on a higher level to 


es, 
deca 


ses a 


See se ene 


a hs .e Bay 


Bi aeiile: 
chy “vet f 


a eS 
bbs Res 


gin, Bess 


Re a £ 
oS ae i ey 


aay aig 


y Les 


I a a a a MIR BE cet a ~G ! 
c rf ee ti 
: IgE bin 


Oe 
secure for the railways a necessary revenue, and even afterwards, 


the Commerce Court still endorsed the carriers’ contention in op- 
position to the Commission's refusal to depart from the long and 
_ hort haul clause, 5 I. C, C, 478; 91. GC. C, 2503; 9 I. GC. O. 5185 


5 i. c. Ce G76: 19 I. C. C. 162; BL I. Cy. Cy 4007 22 1, Cc. 6. GI13 


34 i C. C, 15, 
Competition at New York, Philadeiphie, Baltimore and other 

7 North Atlantic ports, both for domestie and foreign traffic to and 

from the Middle West, has necessitated the equalization of the rates, 
| with certain differentials ereated to counterbalance the differences ~ 
in the cost of ooean carriage and other conditions, With better harbor 
facilities, shorter ocean journey, and more established houses and 
steamers in service, New York is given higher charges by rail than 
- Philadelphia or Baltimore. The Interstate Commerce Commission 
theorized the quotation of Jower charges for the latter ports on the 
basis of the distance principle, but in point of fact, distance had 
nothing to do with the determination of competitive retes. If the 
| distances had been greater than New York, the rail rates would have 
been lower notwithstanding, insomuch as the port facilities and ocean 


mpared with those at New York, for 


the total charges over the entire length must all all events be 
equalized to place those ports on equal terms, 11 I. Cy Ce 13; 
24 I. C. Ce 783 24 1. Cp. Cy 674; AT Ie Cy. Cy O58. 

The South Atlantic and Gulf ports are also differentially 


equalized in their relationship to each other and to the North Atlantic 
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ama Pacific ports. 9 I. C. C. 534; 44 1. C. C. 727. 
Port competition between Seattle, Portland, San !ranciseo, 
Ios Angeles and San Diego, combined with the competition of the rail 


earriers serving these ports, the competition with the rail carriers 


serving the Atlantic and Gulf ports, and the competition with the 
Panama Canal route, has created the equalization of the tenictinnd rates 
with or without differentials, and the lower level of rates for the ex= 
7 port and import traffic than ee traffic, 162 U. S. 197; 
259 U. S, 352; 211. C. C. 640, 
"<P. tanstetal Competition. 
The phrase, “industrial competition", is employed here to 
denote a form of ‘competition which confronts infant industries in 
their struggle to prren their way through strongly established rivals 
into market. If new industries have ample potentiality of develop- 
ment, there should be no govd reason, dovtaity or economically, why 
they should not be encouraged by means of a special concession in 
the railway rates. , ; 
In the ma 


king of ienonie: weicht must be given to the long- 
time interest, and rates below cost may be perfectly justifiable | 
under particular conditions, It may certainly be an act of wisdom 
for a reilway to pocket a temporary loss rather than risk "kh Ling 


the goose that lays the golden egg". 


Again, there may be cases 
where rates less than additional costs may profitably be made to expect 
therefrom a large amount of remunerative traffic; for instance, a 


nominal charge is levied upon the conveyance of coke to iron end 


a 
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steel works. Rew materials may thus be hauled at a loss to obtain : 
. traffic arising from the movement of the finished articles, Not only 
raw materials for the production of higher-grade articles, but very 
low fares may a be made for commutation passengers between cities 
end their suburban districts, to promote the cevakh or the localities, 
which will create the local movement of merchandise of a substantial 


volume and passengers payin 


After all, the application of the distance principle ought 
‘to be minimized especially in the case of setting up new industries. 
This is particularly necessary where there are empty cars available 
for the carriage of the products of infant industries or raw materials 
for the production of finished higher-class articles, because the lower 
rates will ereate increased tonnage which yields some contribution 
toward joint cost. ‘hen the Creat Northern Railway wan first cone 


structed in the Pacific liorthwest, the districts were undeveloped and 3 


the preponderance of the empty car movement was naturally eastbound, 
lumber was the only produce. Whatever traffie that the railway could 
secure for eastward conveyance contributed above the out-of-pocket ex- 
pense, extra coal cost, and the extra clerical help in the stations in 
billing and cheeking the freight, would prove a clear gain. The result 
was the establishment of very low rates for the lumber traffic for the 
important points in the East, according to what it consented to pay. 
M4 Ie “. Ca 28; 222 Uy So 541, 

Special low rates may be given also for the protection and 


encouragement of home products going to foreign markets. This is par- 


AG 
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ticularly the case with the German railways. Iron and steel for 
building, repairing or fitting out sea and river vessels from German 
stations to German ports fro export by sea to other countries were 


inst the local 


given a rate of 2.2. pf. per ton per kilometre, as age: 


rate of 4.5 pf. Dynamo cases from Upper Silesian and Rhenish ‘est- 
phalian stations to South Germen frontier stations for export to 
Switzerland and Prance moved at 1.7 pf. as against the regular rate 
“of 3.5 pf. 

The protection and encouragement often take a different 
form, and home industries areassisted by the provision of the cheap 
conveyance of raw materials coming from foreign countries. Minerals 
and petroleum from the German harbors on the North Sea and the Baltic 
te agautiorest Germany, Bavaria, etc., were given a rate of 4.0 ts 

pf. per ton per kilometre, as against the local rate of 6 pf. 
~ The fixation of railway charges according to what the traffic | 
is willing to pay, in the course of future expansion, is perfectly 
justifiable, because it is in the interest both of the railways and the 


industries or localities. 
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VI. TREND IN LEGISLATION, 


| ir reilway rates are to serve the best interest of the 

- earricrs as well as of the public, they must be made either on the 
(basis of the ability of traffic to pay in the rare cases of the total 
| absence of competition, or on the basis of the willingness of traffic 
to pay, in the majority of cases, insomuch as most traffic is subject 
to competitive influence. Whether determined according to ability 


or willingness, the rates will logically have no reference to the 


Gistance of haul, and, therefore, what are called the long and short 
heul principle and the distance principle are not supportable from the 
economic point of view. | | 

Though perfectly justifiable Socially and economically, 


charging more for a shorter haul than for a longer haul, and even the 
same for a shorter distance as for a longer distance, has en appear- 


anee of gross injustice in the eye of the general public. Therefore, 


omic practice has often been made impossible by public opinion, 


even if not by positive law. Most of the Buropean countries have 


enacted the aforesaid principle into administrative law, and even Great : 


Britain, where economic principles have long prevailed and political 
influences have been successfully barred from seeking their way into 
railway charges, has had a statutory provision of the similer nature 
since 1688, though it has never been invoked into actual application, 
Canada has also enacted the long and short haul principle, and every 
state in the United States has the long and short haul provision 


a 


mot of enmity, and that no other people had been 


enacted in the same me 


situation has been eradual 


mer as the Federal Government. The general 


trend in public regulation clearly indicates that the railway rate 


iy dravm into politics ané losing its 


nomic sienificance and function, 


A. Great Birtain ana Canada. 


In Re investigation of Advances in Rates 20 I. C. C. 367, 


i911, Commi ssioner Lane expressed his opinion that the attitude of 


the American people towards their railroads was one of friendship, 


more generous in 
their treatment of such great enterprises than the American people. 
Reference was made to the extensive land concessions granted to 
many roads by the Federal Government, and the grants of land for 


in aid of 


rights of way and terminal purposes, the voting of bonds 
construction, and guarantees of bond issues made by the State and 
Municipal Governments. He showed that, while there doubtless had 


been "spasmodic and demagogic effort" in various sections of the 


country, the trend of control and regulation as a whole had been 
rds the investors in railway 


conservative, wise and sympathetic tows 
enterprises, 
He contrasted the action of the Govermment of the United 


‘States with that of he British ee and concluded that the 


American railroads had manifestly been allowed far more play for 
the exercise of individual judgment and initiative than the railways 
in Great Britain, As regards the Canadian situation, he stated that 


the Act to Regulate Commerce granted to the Interstate Commerce 


ones 
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.— Commission much less of power than was vested in the Canadian 

q commission. ; 

: fhe carriers’ compleint that they no longer had a free 

7 — in the matter of rate making was set aside on the ground that 
they hed fared better under such control as that ae seh Say EE 
2 - gub jected than under a preceding regime of laissez-faire. 


It is true that the British and 


Cenadien regulation of 


railway construction and management has on the whole been more 
prehensive and Ti gorous, but the fact is tek the railways have been 
more free than the American railways in reapect of the rate situation, 
although the former are legally subject to practically the mone con= 
trol in relation to individual rates rates as a whole, particuler-— 
Ly to long-end-short-heul and distance-rates, 
While in other countries there are normal railway tariffs 
established, though often with so numerous exceptions thereto that the 
normal rates aSsappear almost altogether in actual cases, Great Britain 
has never had a recognized normal tariff of goods rates, probably due | 
a to the instinctive hatred of the ‘English people for logic and pea 
: and largely due to the short distances to be covered and the ubigquitors 
' gompetition as between sea, canals, and railways. Sven for 20 or 30 3 
miles uniform distance tariffs cannot be applied, not more than a 
quarter of the total merchandise traffic ee carried at scale rates. 
The result is the absence of formal tariffs, and the publication of 


the immense number of separate and individual tables; indeed, as many 


"separate tables of rates as there are separate stations, The so- 
“gallea "exceptional™ is in point of fact a rule, 
3 However, the Railway and Canal Traffie Act of 1888 empowers. 
the Railway Commission to prohibit higher rates for shorter distances, 
but it must be noted that it does not require the Commission to pro- 
hibit the practice, and that no case has ever since actually been de- 
‘eidea onex the provision of this Act; Sec. 27 (3) being as follows: 

| "The Court or the Commissioners shall have power to direct 
that no higher charge shall be made to any person for services in re- 
‘spect of merchandise carried over a less distance than is made to any 
other person for similar services in respect of the like description 
and quantity of merchandise carried over a greater distance on the 
game line of railway". Numerous rate cases were brought for decision, 
but all of them were dealt with under Sec. 2 of the Railway and Canal 
‘grafic Act of 1854, making illegal the carrier's act of giving “any 
undue or unreasonable preference or advantage to, or in favor of, any 
particular person eet, or any particular description of traffic, 
in any respect whatsoever". Since it was impossible to define precise- 
ly what constituted undue preference, each case was decided on its 
merit. lEvershed v. London and Northwestern Railway Co., 3 A. C. 1029; 
Skinningrove Iron Company ve North Sastern Railway Company, 5 R. and 
C. ©, 244; The Rhymney Iron Company, Ltd. v. The Rhymney Reilwey Com- 
pany, 6 R. and c, C. 60; Distington Iron Company, Ltd. v. London and 


Northwestern Railway Company, 6 R. and C. C. 108; Aberdeen Commercial 
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Company v. Great North of Scotland Railway Company, 3 R, and C, Cc, 


205; Harris v. Cockermouth Railway Company, 27 1.J3.C.P. 162; Forwood 


| Ve Great Northern Rallway Company, 12 R. and ©, C,. 89; Watkinson Ve 
am, Mold and Connah's Quay Rallway Company, 5 R. and C. C. 4463 


Mansion House Association v. London and Southwestern Railway Company, 


1 Q. B. 927. 


Again in 1921, the Railways Act gave the Railway Rates 
Tribunal power to prohibit competition over circuitous routes by more 
than a certain percentage, but "1t remains yet to be seen what, if 
any, use the Tribunal will make of this power". (Acworth: Railway 


Economics, 1923). Section 52 of the Act runs as follows: 


"Sec, 52. (1) Where any two places are connected by routes 
belonging to or operated by two or more railway companies (being amal- 
gamated companies or railway companies to which a schedule of standard 
charges has been applicd) and the standard rate for the carriage of 
merchandise by the first mentioned route may, subject to the pro- 


visions of this section as to circuitous routes, be charged as the 


routes, be charged as the standard rate for the carriage of merchandise : 
by such other route, | 
"(2). For the purpose of this section, a circuitous route 
& means & route which is longer by 30 per cent or more than the short- 


est route between the two places.. 


ae Paragraph 2. Provided that, if the proposed cir- 
F dhatiteen route « exceeds by 50 per cent or more the shortest route be- 
tween the two places, this section shall not be applica thereto with- 
out the consent of the Rates Tribunal", 

in Canada, the long and short haul principle has also been 
enacted, but it allows a very flexible interpretation, The Board of 
Railway 
prompt approval has invariably been granted to the application for 


Commissioners has been quite liberal in its attitude, and 


“competitive tariffs", Section 314, Paragraph 5, of the Canadian 
Railways Act of 1919 anor as follows: 7 

"The Board shall not approve or allow any toll which, for 
the like description of goods or for passengers carried under sub- 
piietiy dietier circumstances, in thesame direction, over the same 
line or route, is greater for a shorter than for a longer distance, 
within which such shorter distance is included, unkess the Board is 
satisfied that owing to competition it is expedient to allow such toll", 

In Great Britain and Canada, the bread concept of justice as 
to relative charges for longer and shorter distances has been material- 
ized bk We etabitiey form, but no serious attempt has been made to in- 
terfere with the railway rates on the strength thereof. ‘The. provisions 
seem to mers remained in the statutory books merely as a warning in 
general terms to the carriers against making rates on personal con- 


sideration, that will constitute discrimination, undue and unreasonable 


O48 


from the economic point of view. The policy has been to draw a 
 elear-cut line between justifiable and unjustifiable discriminations, 
and to-condem only such discriminations as are not justifiable in 
the light of the economic law, According thereto, discriminations 
are undue if they do not represent exactly the differences in the 
economic conditions under which particular charges sre fixed, 
B, The United Statens 

The present statutory provision in respect to long and short 
haul rates is an outgrowth of experience during the last thirty years, 
and the evolution thereof furnishes an interesting illustration of the 
trend in the public opinion on the railway rate situation during this 
period, 

i, 1887 


The rate structures are, on the whole, the result of the 


interplay of various economic forces, and the rates that exist at any 
given time are justifiable, so long as they remain the logical conse- 
quences of these factors, free from any unnatural personal interfer- 
ence, As @ matter of fact, however, the rate systems that had devel- 
oped by the 1880's might, to some extent, be the products of some ob- 
-Moxious interference, either conscious or unconscious, from the rail- 
way managers. Excessive and, consequently, destructive compe tition as 
between carriers for the participation in traffic, and also as between 
markets, productive and sitributive, for the extension of business, 


had undoubtedly constituted an outstanding factor in the making of some 
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_ particular rates. Moreover, some personal influence might have 


made itself felt in the establishment of paz 


ticular charges, in the 
absence of effective and unified public reculation, 

No matter whether the rate siras teres then prevailing 
"were the results of the operation of economic forces, or they were 
the products of winatural manipulations, complaints arising from the 
public located at less favored points had by this time become so 
severe, that the situation became involved in a political’concern of 


_ the nation, the result thereof being the passage in 1887 of ‘the Act 


a to Regulate Interstate Commerce, 


two different bills were introduced, one from the House, by 


agen, and the other from the Senate, by Cullom. The Reagan Bill 


1 principle absolute in its applica- 


= to make the long and short hw 

tion, and the Cullom Bill was to recogmize some exeeptions to conform 
to special cases, The result of the Conference Committee was a com- 

- promise between the two proposals, 

| The principle, as embodied in Sec, 4 of the Act, was as 

| follows: nae 

"That it shall be unlawful for any common carrier subject 
to the provisions of this Act to charge or receive any greater com- 
pensation in the aggregate for the transportation of passengers, or 
of like kind of property, under pabetantialiy similar circumstances 


4 and conditions, for a shorter than for a longer distance over the 


same line, in the same direction, the shorter being included in the 
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lenger distance; but this shall not be construed as authorizing any 


common carrier within the terms of this Act to charge or receive as 


sreat compensation for a shorter as for a longer distance. Provided, 
however, That upon application to the Commission appointed under 

the provisions of this Act, such common carrier may, in special cases, 

after investigation by the Commission, be authorized to charge iecss ) 


for longer than shorter distances for the transportation of passen- 


gers or property; and the Commission may from time to time prescribe 


the extent to which such designated common carrier may be relieved 


from the operation of this section of this Act". 
fhe scope of the application of the provisions of the 


 Aot was specified under Section 1 to be the carriers wholly by rail 


and also those partyly by rail and partly by water, when both were 


used under the common control or management for continuous carriage, 


a engaged in interstate or foreign transportation. The scope, however, — 


was extended to include pipe lines, expréss companies, and street-car 


companies, under the Hepburn Act of 1906, and telegraph, telephone 


and cable companies, wire or wireless, under the Mann-Elkins Act of 


1910. 


The general attitude of the Interstate Commerce Commission 


in the interpretation and administration of the 4th Section pro- 


vision was broad and lenient, particularly during the early days. 


but to conserve and protect, It had for its object to regulate 


nerce was not passed to injure any interests, 
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a vast business, according to the requirement of justice. Its 
intervention was supposed to be called for by the existence of 


merous eVils.....The considerations which were influencing in 


determing. o..+.Wwere not more the relief of the carriers from danger 


of loss than the prevention of threatened disturbance of business 
interests in certain localities, which +s ae reflex action scens 

| liable to embarass seriously the entire country". his Ce Cs 19. 

_ The Commission points out the difficulty in this rigid application 
of the clause, because of the distance element being made the only 
; thing in the 4th Section, "without consideration of other trans- 
portation obstacles, such as grade, curvature, etc., which are just 


as real and which involve ex 


penses which properly may be reflected 


eT of : 


in the rate as greater distance may". Henry G. Hall, Chai 
the Interstate Commerce Commission, petewe the Interstate Commerce 
Committee of the United States Senate, on the Goodway Bill, Feb- 
query 27, 1924. ‘a 

The Interstate Commerce Commission acted on the principle 


that the effect of actual and controlling competition in respect 


: of traffic, which was importent in amount, made particular circum 
stances and conditions substantially dissimiler, so that charges at 
competitive points might justifiably be depressed sufficiently to 
meet the competition, lower than at intermediate points. ‘The ex- 
tent to which this principle was applied, however, was somewhat 


limited, since the Commission narrowed the scope of competition 
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within the competition of the railways with those carriers which 


were outside of the control of the Commission. Consequently, end. 


the departure from the long and short haul clause was Limited to 


. the cases of competition with gay pains a intrastate railway lines, 


ang the Canadian railway lines. As reg gards market competition, it 


was not regarded to constitute a sufficient ground for relief, but, 
as a matter of fact, insomuch as it was generally connected with. : 
transportation competition, it did make a factor in the departure 


from the clause. 1 I. C. Co 63 1 a C. Cc. 278. 


The question, whether chines ae conditions were 


made dissimilar by the force of competition so that the provision 


of Section 4 might be departed from, was originally left with the 
railways to decide in the first instance. There scems to have 

been two opposing views at the outset, one of which was that no 

| exception was lawful without the sanction of the Commission, and the 
2 other of which was that any sanction or order of the Commission was 
- required, when particular circumstances and conditions were di ssimi- 
hie Dosanee in that case a earrier would commit no breach of law 
by charging less on the same for a longer distance, though responsi- 
q ble if it was later found that the circumstances and conditions were 
a misconceived or misjudged to be dissimilar, According to the latter 
3 construction, an order for relief was needed only where the circun- 


stances and conditions were not plainly dissimilar, but, neverthe- 
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less, there might be some reasons and equities that would sanc- 
tion such charge. 

The latter view prevailed. "We are satisfied that the 
statute does not require that the Commission shall prescribe in 
every instance the exceptional case and crant its order for re- 
lief before the carrier is at liberty in its tariffs to depart 
from the general rule....If, in any case, the carrier, without 
first obtaining ae order of relief, shall depart from the general 


Yule, its doing so will not alone comvict it of illegality, since 


if the cireumstances and conditions of the two hauls are dissimilar, 


the statute is not violated", i1tI.c¢C. C. 83, Again, it was held 
later that a carrier, if it was satisfied for themselves that dis- 


Similarity existed in the circumstances and conditions, had not to 


observe the Section 4 principle, 


uno bservance to apply to the Commission for relief, the cases being 
limited to competition with carriers not subject to the Act, and 
competition that developed on its own line, as distinguished from 
& group in which it was a participant. 6 : C. C, 524, 

‘Thus the railways could determine in the first instance 
the existence of controlling competition, which micht constitute 
dissimilarity within the meaning of the clause, and whenever they 
saw expedient —— in a position to sithe: desenees charges 


at competitive points in departure from the long and short haul 


principle, fhe Commission confined its power to intervene to the 


and had not as a preliminary to that 
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cases where complaints were made, or the Commission had a doubt 
as to the justifiability of particular depressed charges that | 
had been made by the railways. 

; This lenient attitude of the Commission naturally re- 
sulted in the practical non-operation of Section 4 of the Act, 
and pressure began to be felt for the more rigorous application 
thereof. dompaquentiz. in 1892, the Commission changed its 
policy and deprived the railways of power to determine for then- 
selves the dissimilerity in circumstances and conditions and to 

initiate charges in violation of the general rule on their own 


t. When they desired to meet competition by means of de- 


| pressing the charges on or under the level of the intermediate 
charges, they were first to apply to the Commission for relief, 


The Commission would then institute investigations, and only when 


at was satisfied it would grant the relief prayed for. 4 Ie ¢. C. 
121; 41. Gy Cy 267; SI. C. Ce G24; 5 I, C, C, 596, 

| In 1900, however, the Supreme Court held that any com~ 
Abies whahnosved would sufficiently constitute dissimilarity in 


circumstances and conditions, and that a carrier was at liberty to 


make competitive rates in such cases without applying to the Com- 

mission, 175 U, S. 648, and thereafter the Commission had very 

little, in fact, no way of effectively dealing with departure, 
The Hepburn Act of 1906 did not change the 4th Section, 


but gave the Commission power to prescribe future rates. The Com- 
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mission power to prescribe future rates. The Commission 


started an investigation into the class rates to the Inter- 


whhountain country on transcontinental traffic from the East, and 


prescribed, in 1910, maximum rates to Reno, and others from 
the Missouri River crossings, and others eliminating departures 


in respect to class rates on tre 


ns-~continental freight, 19 I. ¢. C, 
268, But this adjustment was not effected on the 4th section, but 
on the power te prescribe rates, 

As regards the court attitude, it was rather in favor 
of the carriers during this period, ‘The original interpreta- 
tion of the Interstate Commerce Commission that carriers might 
depart from the general rule in the 4th Section, without an 
order of relief from the Commission, in cases where they deemed . 
that substantial dissimilarity existed in circumstances and con- 
ditions, was in substance aifimmed by the Supreme Court of the 


United States, The ground thereof was that wherever competition 


existed, substantial dissimilarity was created in conditions to 


allow carriers of their own motion, without previous consent of 
the Commission, to charge higher rates for shorter than for 
ae distances, or the same rates for the former as for the 
latter, in respect to the same service. Competition would justify 
the departure from the general rule, and the competitive rates 
thus made were, prima facie, reasonable, 168 U. S. 144; 175 U. S. 


648; 181 U, Ss. 1. 


® 
> 
a Bie 
er es é ee z 
eg ote ae 


550 


Upon the change being made in the etki tebe of the 
Commission, in the restriction ofthe scope of the competition that 
would justify the departure, and later in the requirement that , 
_ Carriers must, first of all, apply for relief before they depressed 
their charges at competitive point, the railways felt that they 
were deprived of their rights and sought relicf in court decision, 
In a mumber of cases, the Court completely denounced the Com- 
mission's new attitude, and stuek to their principle that compe- 
tition could create substantial dissimilarity and justify the de- 
parture without an assent of the Commission. Furthermore, the 
Court held in 1900 that competition of sny kind, no matter whether 
with carriers subject to the Act and therefore under the control 


of the Commission, or not, constituted an effective factor that 


would make circumstances and conditions substantially dissimilar. 
Real and substantial eeeenthkhem would amply justify the depart- 

ure from the 4th Section provision automatically, not as a matter 
of grace and favor of the Comaisaion, but as a matter of right. 


175 U. S,. 648, ‘Thus the former court attitude was re-affirmed, 


and this continued until 1910, when an amendment was made to meet | 
the situation. 168 U, S. 144; 40 L. Hd. 940; 42 L. Ed, 414; 

44 L, Hd, 309; 45 L. Ed. 719; 47 Le Bd, 1047; 181 U, S. 4; 197, 
During this period the Commission was left almost without power 


to regulate long and short haul charges before they were actually 
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made, The result of this series of adverse court decisions 
was thet the railways could practically control the whole situa- 
tion without interference from the Connisaicn, as far as 
Section 4 of the Act was concerned, the provision of the clause 
becoming almost muli and void in the actual application, as re- 
ported by rit Commission in 1897, Carriers were quite at liberty 
to violate the principle whenever they desired to meet compe ti- 
tion of any kind, without regard to the Commission. The only 
cases an the Commission could deal with the situation were 
those which involved the question of undue and unreasonable dis~ 
criminations, or which rested on the application to be filed by 
the carriers for departure upon grounds other than controlling 
compe tition, for instance, the applications by certain railways 
for relief in connection with the Vorld's Pair held in Chicago and 
the crop failure in a certain territory, in which orders of re- 
lief were granted because those events constituted special cases 
calling for lower rates and fares than at the intermediate points. 
6 I. C. C, 525; GI. C. Ce 528; Later, in 1906, when the Com- 
mission was given power to prescribe future rates, it was enabled 
to intervene in the long and short haul charges, only on that 
account as in the case of the transcontinental class rate adjust- 
ment of 1910, 

However, the carriers remained responsible for their 


judgment as to the existence of dissimilarity in circumstances 


352 


and conditions in making competitive rates on their own 
initiative, and the Court maintained through that, when a 
question arose th ‘éovhection with the justification of the 
departure from the provision of Section si the burden of 
proof that dissimilarity existed in circumstances and conditions 
should fall on the carriers coneerned, 

anette set of court decisions rendered the provisions 
of the long and short haul clause still less effective. It was 
decided that where a through tariff was established over con~- 
necting lines, sueh tariff on a joint line was not a standard 
whereby the seperate tariffs in effect on those component lines 
were to be measured in determining whether Section 4 was violated. 
According to the existing provision, the charge at a longer- 


distance point was to be considered in relation to the charge at 


a shorter-distance point on the same line, and this court de- 
cision differentiated a through route from a separate. and inde- 
pendent line, holding that Section 4 of the Act was not to apply 


to the relationships between a charge on a route and a charge on 


8 line. A line, according to the decision, was a line of a 


single railway, and therefore the provision did not refer to the 
cases where more than two different reilways esteblished a joint 
route end made depressed throug: charges. A redlway, consequently, ; 
might make ————e propor tionals under any circums tances 


and conditions whatever, without the least regard to the relation 


Bee 
Oe 


2 
ee 


coc amNnR LS ‘eatin ee 


with the rates on its own line composing the through routes 


over which such proportionals would apply. 3 C. C. A, 347; 
52 Fed, 912; 162 U. S. 184; 40 Le Ea. 935, fhe result of the 


‘gourt attitude was the complete extraction of teeth from the 
nriviaien of the long and short haul clause, and the et 
deprivation of the Interstate Commerce Commission of power 
in respect to the enforcement of the said provision, 
he 190 
The originsl purpose for which the long and short 
haul principle was incorporated in the 4th Section of the Act 


to Regulate Interstate Commerce was thus frustrated by the 


court interpretation of the clause, due to the insufficient 
wording thereof. If, therefore, the principle was to be per-— 


mé ndment mist be enacted based upon 


petuated at all, some 


st 


past experience, 


| accordingly made in section 4 of the 
Act in 1910, through the Mann-Elkins Act, ‘The clause os amended 
reads as follows: 


"hat it shall be unlawful for any common carrier sub- 


ject to the provisions of this Act to charge or receive any 
greater compensation in the ageregate for the transportation of 
passengers, or like kinds of property, (under substantially simi- 


lar circumstances and conditions) for a shorter then for a 
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longer distance over the same line or route in the same di- 


rection, the shorter being included within the longer dis- 


tance, or to charge any greater compensation as A through 
vate than the aggregate of the intermediate rates subject to 


the provisions of this Act; but this shall not be construed as 


authorizing any common carrier within the terme of this Act 
to charge or receive as great compensation for a shorter as 


for a longer distance; Provided, however, That upon appli- 


cation to the Interstate Commerce Commission (appointed under 


the provisions of this Act) such common carriers may, in 
special cases, after investigation (by the Commission) be 


authorized by the Commission to charge less for longer than 


for shorter distances for the transportation of passengers or 
property; and the Commission may from time to time prescribe 
the extent to which such designated common carrier may be ree 
lieved from the operation of this section (of this Act): _ 


Provided, further, That no rates or charges lawfully existing 


at the time of the passage of this amendatory Act shall be re- 


quired to be changed by reason of the provisions of this section 


prior to the expiration of six months after the passage of this 


Act, nor in any case where application shall have been filed 


before the Commission in accordance with the provisions of this 


section, until a determination of such application by the Com- 


mission. 
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"Wherever a carrier by railroad shall, in competi- 


tion with a water route or routes, reduce the rates on the 


carriage of amy species of freight to or from competitive » 


points, it shall not be permitted to increase such rates un- 


less after hearing by the Interstate Commerce Commission, it 


shall be found that such proposed increase rests upon changed 


conditions other than the elimination of water competition." 


The features in Sie Menn-Elkins Amendment were, there- 
fore: | 

(a) The removal of the phrase “under substantially 
similar circumstances and conditions", which had been the 
proximate cause of the different interpretation of the whole 
Clause by the court and the ultimate frustration of the entire 
provision; 

(bt) Making the provision applicable also to charges 


over through routes as well as single lines; 


(ec) . Making ee yvule that a through rate should 
not be greater than the combination of the intermediate rates; 

; {a4) Vesting the Commission with arbitrary and sweep- 
ing power in the emforcement of the long and short haul prin- 
ciple, with a view to restoring the power to the Commission 
that it hed prior to the adverse court decisions, whereby 


carriers might mo more judge for themselves and make depressed 
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rates, but must first apply to the Commission for relief, 


which would determine in its discretion, not necessarily if 
the circumstances and cenditions were dissimilar, but if the 
particular facts and sin sik in constituted special whut 

(e) The prevention of the type of competition which 
the rail carriers were elleged to have conducted against the 
water carriers, through absolutely prohibiting the railways to 
aivance their competitive rates solely because of the disap- 
pearance of the competition, 


In the reculation of the charges under this extended 


power, the interstate Commerce Commission first euthorized the 
 ¢@@arriers to file changes in rates, contimuing the ensue <e 
Section departures, provided that the discrimination at inter. 
mediate points was not made greater. As regerds through charges, 
the Commission had elready made it a rule that those which were 
higher than the aggregates of the intermediate charges were, 
primes eren unreasonable. 

In 1911 and later, the Commission made principles as 
to the measure for the consideration of the violation of the 
4th Section of the Act, as follows: 

(a) Comparigon of Charges, : 3 

For the purpose of determining the departure, charges 
of like kina and character were to be used for compsrison, for 


instance, transshipment charges against transshipment charges; 
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proportionals against proportionals export and import rates 
against export and import ann. respectively; excursion fares 
agains exeursion fares; commutation fares against commutation 
fares; and mileage, party and half fares against mileage, party 
and half fares, respectively. 

| | Consequently, a proportional rate which was lower in 
amount thane nipaianniitiie lecal rate was not by itself illegal, 
and an import rate might be lower than a domestic rate without 
the violation of the 4th Section provision. 

(ob) Extent of Circuity. 

Cireuitous line eempetition might constitute a special 
case to justify the departure, but in order to avoid unnecessary 
or excessive and wasteful competition, the extent of circuity 
was roughly fixed. As discussed before, a circuitous line or 
route which was longer than its direct rival line or route at 
least by Lifteen per cent might, without prayer for relief, de- 
part from the general rule in respect to passenger transportation, 
Thé same ruling was to apply also to freight cases, However, the 
maximum extent —_ not specifically fixed in this relation, but 
it was left to be decided on the merit of each case, to avoid 
economic waste of transportation, 

(¢) Potential Water Competition, 

The mere probability or possibility of the recurrence 


of water competition might not constitute a cround for departure, 
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Potential water competition was consequently dropped out of 

the categories of considerations, The Commission, for instance, 
refused the carriers' application for relief in connection 
with the rates between New Orleans and Fansas City, where there 
had been no controlling competition for more than a quarter of 
a century, the prayer being based upon the potentiality of 
competition on the River. 44 I, C. 0. 727. 

(4) Compensatory Character of Charges. 

A rate should not be so depressed as it would not be 
reasonably compensatory, or in other words, any competitive rate 
must cover more than the out-of-pocket expenses, so that the 
danger of recouping the loss resulting from unreasonably depressed 
rates upon the defenseless intermediate rates might be avoided. 

i {e) Market Competition, 

Merket competition should not be acceptedwithout quali- 
fication as a ground for relief, The Commission attempted to 
restrict this very potent factor within what was deemed to be a 
reasonable bound, with a view to avoiding excess and its conse- 
quent waste of transportation in which the “unnecessary” cross 
current of traffie occurred. | 

In all the investigations which the Commission carried 
out, it took the most rigid attitude practicable and cranted the 


relief to the least possible degree, acting upon the above~-men- 
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tioned principles. As a result, a greater portion of the 
basing-point rates in the Southeast had disappeared by 1914, 
Atlanta, Birmingham and other places which were mat actual 
water-points were excluded from the list of basing points, and 
rates were ad jus tea largely on the dryland basia. 30 I. Cy, GC, 
155. 

However, the Commission had to recognize the powerful 
force of competition, toth transportation and market, upon rail- 
way charges. “The Commission itself, although the opportunity 
had frequently been presented to it, has. never endorsed a rigid 
long and short haul sewtion, +... Diserininations must stop, viz. 
undue discriminations, Preferences and ivibenns must be put 
to an end -- those, to be sure, that are undue and umreasonalblescsses 
A carrier shall not prefer the more distant point by giving it 
the lower rate because of any policy of its own initiation, but 
if at the more atant point it finds a condition to which it 
must santern weaker the. imperious law of competition, if it would 
participate in traffie to that point, it may discriminate against 
the intermediate points without violating the law.....Market com- 


petition must be considered as one of those circumstances affect- 


sie a rate situation with which we are called upon to deal", 
The Commission made a ‘rule that the factor of market 
competition must be minimized in the céiaebdatdon of departures, 


but it had to recognize its force notwithstand, because "market 
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competition is so involved with rail competition that it is 

hard to distinguish the two, because the competing markets, 
although served by different reilroads, are still served by 
reilroads, and in order that the productions of the different 
regions may reach the same market there must be, of course, or- 
dinarily a rail movement, certainly a carrier movement that 
brings in the element of rail competition as well as market com- 
petition.......0f late years we have not regarded market com- 


petition, pure and simple, standing by itself, as a significant 


reason for the granting of the 4th Section relief, and yet there 
may have been instances where that market competition, combined 
with the rail and other competition, was found to be & sufficient 


reason for affording that relief". Commissioner Hall before the 


sphate intére tate Commerce Committee on the Gooding Bill, Feb- 


"y a8, 1924. 
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The ohabemnimamaaettees rate adjustment furnishes the most 


{ snterestine. ins tance ii tee tration of the attitude of the Interstate 


ip “Commerce Commission with the newly acquired power. Upon the 
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Southern Pacific and the Union Pacific reaching the Western sea~ 


fh board in the '70's, competition between the railways, between the 


alors and inter-coastal water carriers, and also between the 
Edetoim and Middle Western markets, for Western business became 


very acute, as discussed in the preceding section, and the 
{ ‘ 
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result of the sitentéon wes saturaliy the very wide blanketing 
of the eastern portion of the country, the zone reaching as 

far as Omaha and even Denver, The Commission started extensive 
investigations and attémpted to confine the influence of the com-~ 
petition within the crineenrtablen sunkt teu, which it con- 
sidered were entirely beyond the railways’ control. They re- 
sulted, in 1911, in the division of the country into five zones, 
for the purpose of fixing the extent of the departure from the 
provision of the 4th Section, The function of determing dis~ 
similarity in circumstances and conditions had been shifted to 
the Commission from the carriers as a result of the Mann-Elkins 
Act. 204 U. S. 476; 254 U. 5. 495. 

The order of the Commission was tried in the courts, 
and the final decision was rendered in 1914 in favor of the | 
Commission, but conditions had by this time greatly changed with 
the opening of the Panama Canal, Consequently, the original 
order was modified, so that the commodities were grouped into 
three different classes, according to the degree of susceptibil- 
ity to the water competition, and relief ct ceed. accordingly, 
to different extents, which the Commission deemed the competitive 
forces justified, The terminals at which rates might be de- 
pressed were specified, and maxima were designated for the inter- 


mediate rates to be charged in violation of the 4th Section, 
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oe le Ge Ce 611; 54 I. ©. C. 15. For eastbound traffic, the 
zones were not so extensive as for westbound traffic, on account 
of the smaller volume of business ani lesser competition, 33 
tt Dn Sn 480 | 

oe In 1915, when the Panama Canal, which had been blocked 
shortly after it wes aeons, wee reopened to traffic, the steam- 
ers had largely diverted to the more lucrative trans-Atlantic 
on On the complaint of the Intermountain Territory, the 
Commission again conducted investigations, and upon finding that 
the water competition was negligible, it ordered the railways 

to change their rate systems and adhere strictly to the require- 
ments of the long and short haul clause, 48 I. C,. C. 79. 

Thereupon, the railways raised their depressed ter- 

minal rates, on the whole, rather than reduce the higher inter- 
mediate rates, which comnktek in. Peed Gueslalete tren tok ba 
minal districts against the alleged violation of the provision 
din Section 4 in raising the rates because of the mere disap- 
pearance of the water competition. A part of the rates were 
accordingly readjusted. Iater, in 1921, the Intermountain 
Territory again lodged complaints against the unreasonableness 
supposed to exist in the rates, which had been fixed on the 
same level as for the more distant terminals, The contention 


was that imsomuch as it was located nearer to the eastern 
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markets, it should be entitled to lower rates than the coast 
districts, but the Commission refused to act upon the eon 
plaints, in the anticipation of the probability of water com- 
petition to resume its former severity in the near future, 

Gl I. Ce €. 226. 

As regards the court attitude toward the 4th Section 
of the Act as amended, the most interesting decisions were those 
pacned upon the transcontinental rate cases. Immediately after 
the original order was made in 1911 by the Interstate Commerce 
Commission to adjust the transcontinental rate structure, the 
case was brought by the carriers to the Commerce Court, which 


in 1914 rendered its éecision. It completely upset the Com- 


mission's order, on two grounds. It held, first that the Com~ 
mission had no power to distinguish between water competition 


The Commission should have taken into 


and market competition. 
consideration the force of market competition ae much as water 
competition. Competition of any kind, for which the carriers 
were not responsible, should constitute a sufficient ground for 
the justification of the departure from the general rule of the 
4th Section, Secondly, the Commission had transcended its 
power in fixing the differentials to be added to the terminal 
rates to maintain proportional relationships between the terminal 


lower rates and the intermediate hicherrates, such as those from 
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Spokane and Walla Walla, Yashington, so long as those inter~ 
mediate rates were per se reasonable and just. (191 Fea. 856; 
254 U. S. 476, The whole attitude of the Commerce Court was 
quite antagonistic to the Commission, but it seems to have be- 
lieved in the social and economic justice of the laissez-faire 
policy in the matter of railway charges. 

The Commission, however, appealed to the Supreme Court 
which reversed the decision of the Commerce Court and affirmed the 
order of the Commission in its entirety, on the ground that, as 


the result of the removal in 1910 of the phrase “under substan- 


tially similar cireumstances and conditions" from the 4th Section, 


mission had been given an absolute power to consider the 


competitive conditions entirely at its own discretion, the func- 


tion of determining as to special cases having been shifted from 


the carriers to the Commission, As regarda market competition, 
however, the Supreme Court held that it “lawfully resulted that 


the lesser rate was charged for a longer than was exacted for a 


shorter haul"; on account of transportation competition, , "such 
exaction being authorized, could not be a preference or discrim- 
imation and therefore illegal......It came to be settled that 
where competitive conditions authorized the carriers to lower 
their rates to a particular place, the right to meet the com- 


petition by lowering rates to such place was not confined to 
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shipments made from the point or origin of the competition, 
but empowered all carriers in the interest of freedom of com- 
merece and to afford enlarged opportunity to shippers to acount; 
if they chose to do so, shipments to such competitive points 
at lower rates than their general tariff rates, a right which 

: came aptly to be described as ‘market competition’, because 
the practice served to enlarge markets and develop the freedom 
of tariff and intercourse", 234 U. S..476; 234 U,. 5, 495; 
249 U, S. 557, 

As said before, some of the Pacific terminal rates” 
were raised in 1918 to conform to the long and short haul re- 
quirements of Section 4, as a result of the deviation of most 
of the steamships from the Panama Canal te the Atlantic service, 
Thereupon, a Seattle corporation protested against the coast 


rates having been advanced simply because of the disappearance 


of the Panemne competition, In this case, the Supreme Court 
took a very broad view in the intemeretintien of the amended 
Glause, and held that the rates, which had been depressed by 
the foree of the water competition, might justifiably be raised 
when the competitive condition disappeared. There should be no 
valid reason why depressed rates should continue even after the 


_ economic factor, which had forced the depression, ceased to 
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operate. If legitimate and healthy competition was to be 
preserved and encouraged, the existence and disappearance of 
competitive conditions should be made a prime factor in the ad- 
justment of rates, and, therefore, an inflexible principle would 
destroy the natural operation of the sastttin factor in the 
making of proper rates, 

On the whole, insomuch as the only way in which the 
carriers could obtain relief from the Nis teniheis wets by ap< 
plication to the Commission after the amendment of 1910, the 
Commission seemed to deem it proper and consonant with what 

had, for twenty-three years after the original enactment of the 
Act to Regulate Interstate Commerce, been the usage obtaining : 
din the transportation world, to afford the carriers opportunities 


to file applications for relief, and more than five thousand such 


applications were made within the six months ending February 17th, 
19ll, Some of them were ved arbieiee, ethers were of local 
Scien, enh thes covered practically every mile of railroad in 
the country. Some of them, above three hundred in number, were 

for relief in respect to passenger traffic, and they were for the 
most part disposed of within the period of a year, There is very 
little need for relief in the case of passenger fares, first, be-- 


cause the amount of fares paid is not so important @& considera- 


tion as the speed and comfort in the service, and secondly, be- 


cause, if a rate to a more distant point is lower than to a 
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- passenger's destination, he can buy a ticket for the more 

distant point and get off at his point of destination. How- 
ever, the situation will te a little more sumsiteates on ace 
count of the provision that a through fare should not exceed 


the aggreg 


ate of the intermediates. There may be a situation where _ 
& railway company calls for relief, when from an initial point 
A to & cusienn point B one route is considerably longer than the 
other, The passenger fares, as distinguished from the freight 
rates, being determined on the per-mile basis, it is plein that 
the shorter make to B will fix the rate based on 2, 2.5, 5 or 
5.6 cents per mile, as the case may be; and if the circuitous 
eute desires to participate in the traffie to B, it will have 
to maintain the same rate as the shorter route, The question 
is whether, on the traffic moving beyond B, the circuitous route 
will absorb its regular mileage rate all the way, or whether it 


will 


bsorb its mileage rate from B on, and add thereto the re- 
duced rate from A to B, which is intermediate to the farther 
destination referrea to, However, all these questions have been 


ed up, and there seems to be no 4th Section relief in re- 


clea. 
spect thereto. 
Se 1920 

Section 4 of the Act to Regulate Titers tate Comme ree 

was further amended through the passage of the Transportation 


Act of 1920, but this amendment did not introduce any new princi- 
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ple into the provision. It did no more then to put into a stat- 
 utory form the rules of procedure, upon which the Interstate Com- — 
merce Commission had repeatedly acted in particular ouane.. 

The 4th Section, as it now is, reads : 

"(1) That it shall be unlawful for any common carrier 


fib ject to the provisions of this Act to charge or receive a 

| greater compensation in the aggregate for the transportation 

of passengers or a like kind of property for a shorter than for a 
longer distance, over the same line or route, in the same direc- 
tion, the shorter being included within the longer distance, or 
to charge any greater compensation as a through rate than the 
aggregate of the intermediate rates subject to the provisions of 
this Act, but this shall not be construed as authorizing any 


common carrier within the terms of this Act to charge or receive 


as great compensation for a shorter as for a lenger distance; 
Provided, however, That upon application to the (Interstate Com 
merce) Commission such common carrier may, in special cases, after 
‘investigation, be authorized by the Commission to charge less for 
lenger than for shorter distances for the transportation of passen- 
gers or property, and the Commissionmay from time to time pre- 
scribe the extent to which such designated common carrier may be 


relieved from the operation of this sectipn; but in exercising 


the euthority conferred upon it under this proviso, the Com- 


mission shall not permit the establishment of any charge to or 
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from the more distant point that is not reasonably compen- 


satory for the service performed; and if a circuitous rail 


line or route is, because of such circuity, granted authority 


to meet the charges of a more direct line or route to or from 


competitive points and to maintain hisher charges to or from 


intermediate points on its line, the authority shall not in- 


clude intermediate points as to which the haul of the petition- 


ing line or route is not longer than that of the direct line or 


route between the competitive points; and no such authorization 


shall be granted on account of merely potential water competi- 


tion not actually in existence: And provided, further, That (no) 


rates, fares, orcharges (lawfully) existing at the time of the 


passage of this amendator Act by virtue of orders of the Com- 


mission or as to which application has therefore been filed with 


the Commission and not yet acted upon, shall not be required to 


be changed by reason of the provisions of this section (prior to 
the expiration of six months after the passage of this Act, nor 
in any nes ace tap lieadion shall have been made before the 
Commission in accordance with the provisions of this section, 


until a determination of such application by the Commission) 


until the further order of or determination by the Commission, 


"(2) (Whenever) Wherever a carrier by railroad shall, 


in competition with a water route or routes, reduce the rates on 


the carriage of any species of freight to or from competitive 


te eee ta Pe Cie a ee 
: Pike po cae 


37@ 


points, it shall not be permitted to increase such rates unless 
after hearing by the (Interstate Commerce) Commission it shall 
be found that such proposed increase rests upon changed con~ 
ditions other than the elimination of water competition", 


The features of the amendment of 1920 were as follows: 

(a) Compensatory Character of Competitive Rates, 

A charge to or from a more distant point must, under 
any conditions, be reasonably compensatory, As said before, | 
this principle had already teen in actual practice for several 
years, and the incorporation thereof into the Act served only 
to strengthen the position of the Commission in this respect, 
Consequently, it has thereby been definitely decided that a 
carrier must first of all satisfy the Commission that a an 


proposed to be depressed at a competitive point is reasonably 


compensatory, so that the loss that might otherwise result maj 
not affect the reasonableness of the intermediate rates, 
(b) Equi-distance Principle. 


In the case of a charge in which a circuitous rail 


line or route may make to meet competition with a direct line 
or route, the charge to such an intermediate point on the cir- 
cuitous line or route, as is at mo greater distance from the 


point of com 


route, must not be higher, umder any circumstances, than the 
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direct line or route is charging, This rule is another step 


OM ON ene ce 


towards the application of uniform distance rates on different 


lines within « given territory. The extent to which the cir- 
suity of routes was recognized as a justifiable basis for winks 
tion, had, as discussed before, been determined by the Commission 
shortly after 1910. 3 | 

{c) Potentiality of Vater Competition. 

Relief must not be granted on thr ground of the prob- 
ability or possibllity of the recurrence of water competition. 
This ——- had also ‘ein in application for the past sev- 
eral years, and the earriers( pleas of potential water col- 

petition had fallen on deaf ears of the Commission, as explained 


in the previous section. 


As regards the interpretation of the phrase "reason- 
ably compensatory” in connection with the peendeemnnh of legal 
competitive rates, “it was very easy to write and very difficult 
to interpret". The Congress intended, vaguely apparently, 


da rete must cover the cost of maintenance and 


that any depresse 
operation plus a just share of the return upon the capital, 
as distinguished from the oisuaeenh rate. This uns of — 
course, quite ‘eimaieiin: and the Interstate Commerce Com- 
mission has adopted the out-of-pocket cost basis as the test 
for the legality of such rates, that is, a reasonably compen- 


satory competitive rate is that which, theoretically at least, 
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will enable the railway company charging it to defray the 

cost of maintenance and wabitiex, and whish wild also bear 

deen tidtries however small it may be, for the contribution towards 
the joint cost. “Reasonably compensatory" mst be construed on 
a different basis from "just and reasonable" as used in (5) 

of Section 1 of the Act, or else the long and short haul clause 
would automatically become absolute, for if a sempetitive rate 
should be expected to be, per se, “just and reasonable", any 
intermediate rate that is higher than the competitive rate would 


becom 


e@ arate that is more than "just and reasonable", in vio-~ 
‘lation of the section above referred to. If, however, the 
phrase “just and reasonable” is construed to mean “not more no? 
less than the traffic is economically willing to pay", there 
will be mo question at all. . 

In the actual application, the Commission has had nec- 
essarily to adopt the out-of-pocket cost principle, because : 

"Et could with propriety be said that if the net re~ 
turns of that carrier, hauling goods at that reduced rate to : 
that pert, was lerger than it would be without the — shipped 
to that port, whether that extra freight traffic with which it 
was filling its empty cars and so om was, under the circumstances, 
reasonably compensatoryercs..-1t was carrying none before....It 
is carrying some now,....end the result of its carrying some is 


to add something to its revenue..... If, as the net result of 
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getting the additional traffic at the lower rate, the carrier 
has an inereased net reveme, then it may be said that the ad- 
ditional traffie has been reasonably compensatory under the 
circumstances". Sic, Commissioner Hall, before the Senate 
interstate Commeree Committee, on the Gooding Bill, February 
28, 1924, ) | 
4. Gooding Bill, 

| The traditional antegonism of the agragrian interests 


in the Yest was aggravated by the continued deflation folléw- | 


lminated in the Hoch-Smith 


ing the war boom, and the situation ov 
Resolution and the Gooding Bill. The former was, in effect, to 
satisfy those interests at the expense of the railways, in the 
form of the investigation of the whole rate structures with a 

alex to adjusting the rates on agricultural products to enable 


them to move freely, and the latter was to fetter the Interstate 


vommerce Commission and the railways still more rigidly in their 
function, 

fhe Gooding Bill, to amend Section 4 of the Act to 
Regulate Interstate Commerce, was produced originally to the 
Sixty-Eighth Congress in 1923-1924, but it was defeated on the 
floor, The same bill was again submitted to the present Congress, 


and there seems to have been little hope brought of passage. 
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The bill reads as follows : 
"Be it enacted by the Senate and the House of Rep- 
resentatives of the United States of America in Congress assen~ 


bled, That Pa 


sagraph (1) of Section 4 of the Interstate Commerce 
: Act, as amended, is amended to read as follows : 

"(1) That it shall be unlawful for any common carrier 
subject to the provisions of this Act to charge or receive any 
greater compensation in the aggregate for the transportation 
of passengers, or of a like kind of property, for a shorter than 


for a longer distance over the s 


ame line or route, in the same 
direction, the shorter being included within the eee ite 
tance, or to charge any greater compensation as a through rate 

than the aggregate of the intermediate rates subject to the pro- 
visions of this Act, but this shall not be construed as author- 
ising any jammer carrier within the terms of this Act to charge 

or receive as great compensation fora shorter as for a longer dis- 
tance: Provided, That upon iach iaaiben to the Commission a {such) — . 


CG 


ommon carrier by rail may (in special cases) efter public hearing, , 


Tee aition) be authorized by the Commission to charge less for 


longer than for shorter distances for the transportation of passen- 


gers or property only in a case where the route via the applic ant 


reil carrier or rail carriers is longer than via the route.of .some 


other rail carrier or rail carriers betwe sen the same points; 
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(ana the Commission may from time to time preseribe the extent 

to which such designated common carrier may be relieved from 

the operation of this section; )} but in exercising the authority 
conferred upon it in this proviso the Commission shall not pari’ 
the eutablishnent of any charge to or from the more distant point 
Seat is not reasonably compensatory for the service performed; 

and if ‘ circuitous rail line or route is een of such circuity) 
granted authority to meet the charges of a more direct rail line or 
rail route to or from competitive points and to maintain higher 
charges to or from intermediate points on ite line, the authority 
shall not include intermediate points as to which the haul of the 
petitioning line or route is not longer than that of the direct 


line or route between the competitive points; Provided, further, 


That the Yommission may, with or without hearing, upon its own 


motion or upon application of carriers or shippers, in cases of 


emergency, such as drought or disaster, authorize during the con- 


tinuance of said emergency any common carrier or carriers to 


charge or receive a greater compensation for a shorter than for 


a longer distance: Provided, further That after six months fol- 


lowing the passage of this amendatory “ct, no common carrier shall 


charge less for longer than for shorter distances for the trans- 


portation of passengers or property, except by authority of an 
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of an order of the “ommission entered in compliance with the 


provisions of this amended Act. (And no such authorization shall 


be granted on account of merely potential water competition not 
actually in “ites: And provided, further, that rates, fares, 
or charges existing at the time of the passage of this amendatory 
Act by virtue of orders of the “ommission or as to which applica- 
tion has theretofore bean filed with the Yommission and not yet 
acted upon, shall not be required to be changed by reason of the 
provisions of this section until the further order of or a deter- 
mination by the Commission). 

"(2) Whenever (Wherever) a carrier by railroad shall 
in competition with a water route or routes reduce the rates on 
the carriage of any species of freight to or from competitive 
pointes it shall not be permitted to increase such rates unless 
a a hearing by the Yommission it shall be found that such 
proposed increase rests upon changed conditions other than the 
elimination of water competition". 
| The direct effects of the amendment would be oHiet. 
as follows ; | 

(a) fhe exelusion from the operation of the proviso 
the carriers of passengers or property party by rail and partly 
by water when both-are used under a common control, management, 
or arrangement for a continuous carriage or shipment, and also 


the pipe lines, express companies, and sleeping-car companies. 
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Consequently, the prohibition of the 4th Section 
ieala become inflexible and absolute to all the common carriers 
Siceyt the common carriers wholly by rail. This would prove a 
fundamental change in what has been for the past 39 years the 
policy as declared in the 4th “ection. ‘he rate situation would 
be completely upset on the differential rates and rail lines in 
New 4mgland; from New York and other North Atlantic ports to in- 
terior destinations in the South via Baltimore or South Atlantic 
ports; from New York to “an Franciseo via Galveston, to cite a 
few out of the many. 

tee pipe lines and sleeping-car companies may need no 
relief, but the acpress companies are in imperative need thereof, 
so long as the zone and block system of making express rates re- 
mains in operation, in which an express rate from one block or 
——ae to another is the same on whatever route. One or more 
out of several routes from the same origin to the destination may 
be so located that a train carrying the express matter will move 
‘through a higher-rated block or sub-block on its way to the common 
destination, the direct route having possibly only one passenger 
train a day each way, while the circuitous route may have five or 
ten passenger trains each way daily. The rigid rule would proba- 


bly result in discarding largely the block system throughout the 
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country, which has proved highly satisfactory to shippers as 
well as ths express carriers. 

(>) The omission of “in special cases" would have 
no effect. ) 

bas The substitution of “public hearing" for "inves- 
tigation". 

Under the original and the supplemental Acts, the 
holding of a public hearing has never been made a prerequisite 
of the exercise by the Yommission of the power and duties con- 
ferred upon it in the administration of the 4th ‘ection, although 
a hearing has never been denied when it was sought by any wba th 
interested. 

There has grown up a usage of according without pened 
what is termed temporary relief in situations analogous and close- 
ly allied to those covered by original applications. fo arrest 
all changes in rates and charges until hearing can be had would 
be of immeasurable detriment to the producers and shippers, by 
‘restricting and obstructing the free flow of commerce throughout 
country. | 

Wo caiaen’ relief has ever been granted upon ths origi- 
nal application except after hearings Permanent relief, however, 
has generally been granted or denied without a hearing where cir- 


cuitous lines sought authority to meet short-line competition, and 
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all the facts as to the degree of circuity, the rates involved, 
and thes essential matters were presented with or after the 
application. Most of such applications can now be disposed of 
in a few days, but if hearings were required much time would 
elapse weer final action could be taken on them, and interfere 

with other matters requiring the immediate attention of the Com- 
mission. Moreover, the expense to the interested carriers and 
to the Sommission would be unnecessarily increased. 

In brief, it is far better to allow the Commission to 
continue to exercise ite greatest judgment in such a way as to 
discharge its duty under “ection 13 of the Act to “investigate 
the matters complained of itn such a manner and by such means as 

it shall ioe proper”, and the rigid sal inflexible requirement of 
@eante hearing in every case before relief can be granted is 
no doubt not in the public interest. 

(ad) The taking up of the power to prescribe the ex- 
tent of relief that has been granted, and the limitation of de- 
parture to rail line competition. It would wipe out the statutory 
provisions which have been sustained by the “upreme Yourt as not 
only constitutional but within the powers delegated to the Yom- 


mission, in harmony with the other provisions of the Act, and apt 


for the purpose of carrying the Act into effect. (234 U. ». 476; 
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234 Us Se 496)- 


Relief has heretofore been granted carriers within 


the following general situations; 
(1) Where a circuitous line or route ig in competition 
with a shorter line or route, with certain limitations. 


(2) Where rail lines are in competition with water 


lines. For example, relief has been granted the rail lines operat- 
ing between “an Francisco and Portland. 

(3) To meet commercial and sinkiet ical ieee However, 
relief has been granted in a restricted case where the line or 
route seeking relief was at a substantial disadvantage as compared 
with the lines or routes serving competitive points or sections of 
production. fhe adequacy of market competition to support 4%th- 
Section relief has been fully recognized by the Supreme Yourt. 

(234 U. *. 476)+ Controlling competition of any kind must be a 
factor to be considered. In substance, the amendment of 1910 in- 
Gineteaily gtates no new rule or principle, but stuns has taken 
from the carriers the deposit a? wie power previously lodged 

in them and vested it in the Yommission as a primary instead of a 
reviewing function. 

(4) To carriers in poor financial circumstances, whose 
oat of operation due to the uinkbitien otee which they nein no 


control is unusually high, to meet competition of stronger lines, »« 


ie La tate 


ted 


Salyies pete 


381 


whose traffic, operating, aut financial conditions are more 
favorable and which, therefore, are able to maintain a lower basis 
of rates. Thus, the Tenessee Yentral has been granted relief in 
competition with the stronger Louisville and Fashville. Such 
weak lines exist in almost every state in the Union, particularly 
throughout the South, as, for instance, the Georgia, florida and 
Alabama; the Gulf and Ship Island; the Kansas City, Mexico and 
Orient; and the Missouri and North Arkangase 

If no 4th-Section relief could be granted to enable them 


to meet the rates of standard lines between competitive points and 


‘maintain higher rates to and from points on their own lines, they 


would lose each competitive traffic as they mow have, and many 
of them would no doubt be forced to suspend operation, with con- 
sequent great loss to the towns and farming communities served by 
theme The result to so many short lines in various sections of 
the country would probably be disastrous, if they were prohibited 
from applying higher rates to intermediate points than to more dis- 
tant points except where there routes are circuitous. 

| (5) To carriers operating under disadvantages due to 
conditions other than circuity, as, for example, where carriers 
forming a joint route are in competition with a carrier having a 
hingle haul between competitive pointse In such case, there ig 


frequently an extra expense incurred by joint line route in 
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transferring traffic from one to another, and relief has been 
granted to offset this condition. In many inutanges. as in 
the case of the single-line rates prescribed for general ap- 
plication insouthern Missouri, Arkansas and western Louisiana 
(77 Ie Ge Ce 473), joint lines are accorded joint-line differ- 
entials. In such cases, the joint lines have been granted re- 
lief to meet the rates of single lines and to maintain higher 
rates at the intermediate points, provided that such rates do 
not exceed rates saset on the distance mileage scale plus the 
joint-line differentials found to be reasonable. Sesides, there 
are certain differential rail-and-water routes in osupe ti than 
with all-rail routes, which make rates between competitive points 
gomewhat lower than those established by the all-rail routes. 
(6) To meet emergency situations due to drought, flood, 
and ether abnormal conditions. For example, during the sumer 
ana fall of 1922 there was a serious drought in New Mexico and 
other southwestern “tates, eas resulted in such a widespread 
destruction of the crops that livestock in that section was 
threatened with starvation. ‘he carriers agreed to establish 
rates on food products shipped into these “tates on a basis gen- 
erally not in axeens of 50 per cent of the normal rates, pro- 
vided that they were not required to reduce their normal rates 


to the intermediate points not affected by the drought con- 
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Gitions. Upon application, relief was ipiaitee for a temporary 
perlode Relief has also been granted temporarily for the purpose 
of relieving sieneaihends For example, during the fall and winter 
of 1922-1925 a serious congestion obtained on the lines of many 
of the eastern carriers and in New “ngland, and there was consider- 
able delay and difficulty in handling traffic over these lines, 
particularly cotton from Memphis, Tennessee, for the mills in 

New England. Upon application for relief, the carriers interested 
were permitted to depart from the 4th-Section provision, 30 that 
rates might be made to direet the movement through the port of 
New Orleans. 

(7) Po meet competition. Relief has been granted to 
the carriers operating between the Sentral Freight Association 
territory and the “outh Atlantic and Gulf ports, so that they may 
have rates, applicable on export traffic from the central territory 
to the South Atlantie and Gulf ports, established to equalize 
those in effect on like traffic from the same territory to New 


York. Similar rates are now in effect from the South Atlantic 


and Gulf ports to the enntral territory applicable on import traffic. 


The rates from the northern and eastern portions of the 
central territory to New York are lower than the rates from points 
on the Ohio 4iver to New Yorks The application of the New York 


rates from points in this territory on export traffic to the 
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southern ports, therefore, results in lower rates from the 
northern and eastern points in the central territory, such as 
Cleveland, Ohio, than from the Ohio “iver cities, such as 
Cincinnati, and the routes from Cleveland to the southern 
ports are operated through Cincinnati, the hisher-rated point. 
; | Prohibition of relief to enable the ‘outh Atlantic 
and Gulf ports to meet the competition of the North Atlantic 
ports would no doubt seriously hamper the former and Véidee 
their export and import traffice 

(e) fhe omission of *Sivaled of circuity”. 

The phrase is omitted because there would be no 
departure allowed except én the grounds of circuity. 

(f) The omission of the provision regarding potential 
water competition. 

This is merely an interim provision inserted in 1920, 
and the omission thereof would not have any material effect 
upon the present situation. 

{g) The provision of emergency relief. 

This provision would embrace all common carriers by 
rail and otherwise, and, insofar as emergencies are concerned, 
it would add nothing to what has already been within the power 
of the Yommission, for it was practiced repeatedly in recent 
yearse However, the amendment would limit the cases of emer- 


- gencies to "such as drought or disaster", and leave out the 
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eases of traffic congestion, and the many and varied other 
kinds of emergency «hich may properly call for the ientide 
power vy the Commission in the interest of producers, shippers, 
and consumers, duite as much as in the interest of the Garriers. 

(hn) The submission of all the departures to the fresh 
approval of the Commissions , 

It would prove absolutely impossible for the “ommission 
with the limited men and money to hold the required public hear- 
ings within the six months. The result would be that every carrier 
must bring its rate structure into strict conformity with the 
4th Section at the peril of incurring prosecution and the penal- 
Midiacovises for by Section 10 of the Act to tegulats Interstate 
Gommerce. If it attempted to do this by increasing all rates to 
more distant points, so as to clear the ‘eras tale rates, num- 7 
berless protests from shippers must be anticipated, with the in- 
evitable result that many of the tariffs would have to be sus- 
pended by the Commission enter Seetion 15 of the Act. The Vom- 
mission's power of suspension is limited to a maximum period of 
150 days, and as it is utterly impossible within that brief time 
to dispose of the enormous mumber of suspension cases, many in- 
ereased rates would necessarily become effective. 

Apart from the considerable @mbarrassment to which the 


Commission would be put, both the carriers and the public would 
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greatly suffer from the enactment of the “ooding Bill. Wo 
Felief could be granted except to all-rail carriers competing 
between the same points, and then only on the grounds of cir- 
Guity. Distance is but one of the transportation obstacles 
that must be overcome in serving the publice Relief would be 
confined to a considation of distance by rail sierdead “thik game 
points. An applicant vail carrier is assumed in the Bill to. 
have only one route and another rail carrier isias only another 
route. 4s a matter of fact, however, the ipertaait has gener- 
ally several of these routes and participates in many of them 
under any agency tariff. Some of these routes may be longer \ 
and others shorter dian some of the other routes. Under ‘the 


proposed provision, how could applications be dealt with’ in the 
: SA 


X 


case of such multiplicity of routes except upon the basis of Ne 
distance alone? 


It has long been a general practice in this country to my 
. : i 


establish rates on a group or zone system. This is the system 
which is now employed in publishing the rates between the eastern 
points and the Pacific Coast. The territory lying generally east 
of the Rocky Mountains is divided into several large groups, and 
the rates from all the points in each of the groups are generally 


the same to all the points in Yalifornia. A similar plan is 
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followed in publishing the rates between the “entral Serritory 
and the Trunk Line and New Englan@ territories. This method of 
rate-making is not only simple and convenient, but is of ereat 
ie catice to the public at large, where it is desirable to 
maintain the producers of the same territory on a substantial 
equality in marketing their products, and also to diffuse in- 
dustry and population within the groups. Many of these groups 
cannot be preserved without 4th-Section relief. 

The Bill disregards entirely the commercial and in- 
dustrial conditions that have led to the establishment of these 
groupse It would become impossible to conserve the seunlity of 
rates over all reasonable routes which now prevail. there can 
: be no doubt that the general practice of extending the blanket 
rate to and from all the points within a given group, as in the’ 
case of Chicago, has been instrumental in spreading the zone of \ 
industrial and commercial activity within the group. It is un- hm 
doubtedly the truth that, it thee groups were required to be | 
split up, and rates made solely with relation to distance, there 
would result a greater concentration of industries at points 
having the most favorable location, quite contrary to the expec- 
tation of the ee ies ae the distance principle. Moreover, 
this would add to the congestion at these points, which is already 


a matter of serious concern. 
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The carriers partly by rail and partly by water and 
the express companies would be entirely denied relief from the 
long and short haul ruls. fhe competition encountered at des- 
tination from all-water routes, as, for example, through the 
Panama “anal, and market competition, which has been recognized 
by the Supreme Vourt as valid ground for relief, would be ex- 
cluded. | 

Such a radical revision as this upon the business of 
the country would undoubtedly cause general unsettlement. Every 
industry in the country would bé caught in the turmoil, and the 
relationships of eis vitally important consideration to all 
producers, manufacturers ih ether shippers, would be thrown 
into such confusion and uncertainty as to arrest the commerce 
of the United States, both foreign and domestic. During the year 
of 1924 the country's commerce aggregated more than 50,000,000 
- Garloads. 

Further, if it is still the purpose of the nation to 
promote, foster, and develop the free flow of inaaren among 
the States and with foreign nations, and to provide the people 
with adequate transportation, then it must be recognized that 
this proposed sen. taken by itself and in connection with 
the other new iis t sees of the Bill, is thoroughly incompatible 


with the said purpose and must destroy ite 
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Besides it would be unfair to the railways, because 
it would result in according the water carriers undue preference 
at the expense of the railways. They would be fettered com- 
pletely by legislation, while for the benefit of the water car- 
riers, which are the most powerful rivals of the former, a vast 
sum of national money has been being expended in the improvement 
of the water-ways, port facilities, etc., and in the maintenance 
and operation of the fleet. In addition, they are almost scott- 
free Seen the regulation of their rates and services in cries 
to competition. The same thing may be aus the motor carriers. 
If rail, water and highway transportation is to be maintained and 
developed side by side, and legitimate and healthy competition 
is to be conserved, in the interest of the industry, commerce, 
Geirare and safety of the nation, all the carriers must be accorded 
free play and equal opportunity. ‘the railways have already been 
pulled down to a considerable disadvantage as compared with the 
Stier carriers, and they are consequently in jeopardy. The effect 
of any attempt on the part of the public further to interfere with 
the railway charges would be suicidal and revolutionary, not only 
to the carriers but algo to the shippers and the communities. 
Nothing would be more destructive and disastrous, from the economic 


point of view, than the provisions proposed in the Cooding Bille 
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If ever they are enacted, it will mark the ruin of the rail- 


ways and indistries. 
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Vile CONCLUSION. 


The problem as to how distance rates are to be con- 
structed and how they are to be applied is not a matter of 
principle, but depends for its solution entirely upon the 
policy which requires the adoption thereof. | 

The distance principle is supported upon the basis 


that railway charges, if they are just and reasonable, should 


- be made by reference to the cost of service involved in the 


transportation of each particular description of diverse traffic, 
which is variable with the distance of haul in some defini te pro- 
portion under any circumstances and conditions, or that they should 
be determined in accordance with the amount of service rendered, 
which is measurable, only by the length of service. If, therefore, 
the above basis fails to be confirmed on facts and theories, the 
distance principle will be untenable from the economic point of 
view, both in respect to its validity and desirability. 

| In the first place, the sont of service is not ascer- 
tainable with any approach to accuracy and precision for a unit of 
traffic and a unit of distance, not because of a railway cost ac- 
counting method having not as yet been developed, but decause of 
the very nature and character of the cost itself. The fact that 
it is composed of the joint and additional elements, and that the 


joint element constitutes approximately two-thirds of the total 


eee 


tom pL beligqn od 08 oun yortd woul h 


vile % a 


: | _ teeter 


gi ‘Youd 22 .neguade | 


seonatenens 2 


ee 


Abin ee 


weet ent of 


‘ie a é Re, 
he oy ae. a 
‘a age eae ips 


aivesg ‘be. sat xomwwene OF 


© eauan ed Soa af 


592 


expenditure, defies any attempt to apportion it to each unit 
of service. Moreover, if it were allocatable, the cost per 
unit clearly does not remain constant, because the total cost 
ig composed of the constant wah <astebic elements, and the 
former occupies about two-thirds of the whole expenditures. 
Further, assuming that the cost per unit could be 
determined as a basis for making equitable rates and charges, 
undoubtedly it would have no practical relationship to thes" 
length of the haul. As long as the economic law of diminishing 


cost operates, cost varies primarily with the availability of 


the handling and carrying capacity. It is true that the cost in- 


curred in connection with the rendering of particular services 
does vary with the distance of haul, but it must be noted that 
this rule applies only to very limited cases of uctenatinien 
naturee For instance, where the destination of a sniveent 44 
changed, while in transit, to a mpre distant point, the cost of 
wieeies certainly increases ag the distance grows. I+t inezpases 
relatively with’ the increase in length, only when the service 
is rendered exactly under the same circumstances and conditions. 
As a matter of fact, however, each shipment is handled and moved 
under different senditiens, and therefore, the rule that cost 
varies with distance is not availabie ror rate-making purposes. 


Cost not only is unascertainable per unit of the 
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service to be performed, but it has little definite relationship 
to the distance of carriage, and therefore, the cost basis can 
never satisfaftorily support the validity of the iadint prin- 
ciple. 

In the second place, the distance principle may be 
advanced on the basis of the amount of service rendered, as 
measured by the length of haule It may appear to be a highly 
satisfactory theory that, insomuch as the service performed in 
the haul over 100 miles is twice as much as the service for 50 
miles, the just and reasonable rate for the former, that a car- 
rier may charge on the particular traffic, ought to be about, if 
not exactly, twice the amount for the latter. 

If, however, the equitableness and reasonableness of 
railway charges are to be tested on the economic justifiadility, 
and if the ecorvate benefit is to be considered as identical 
with the best never’ of the ent ee the advisability of the 
distance princi pie cannot be defended. 

tailways depend for their ability to supply adequate 
service to meet the growing demand of the public upon whether they 
obtain a sufficient revenue from the operation, and if they are to 
be allowed to get a eet tibate revenue, the revenue ought to be 
made up of the following three types of rates : 

1. Xates that are so low as to cover hardly more than 


the out-of-pocket expenses, in the case of the low-grade, 
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long-distance, or highly competitive traffic, which has a 
potentiality of future development under a lower rate; which 
is unwilling to pay a higher rate for free movement; or which 
is securable by the railway to fill up the unused capacity 
of its facilities if a lower rate is givene 

Ze Rates that cover both the out-of-pocket expenses 
and a proportionate part of the unapportionable cost, in the 
case of medium-class traffic. ; 

3e Rates that, after covering that traffie's own out-of- 
pocket expenses, leave a large and disproportionate surplus 
available as a contribution toward the unapportioned expenses 
of the lower-class, long-distance, or competitive traffic, which 
said traffic itself is not willing to pay, in the case of high- 
class, short-distance, or non-competitive traffic. 

The above may be a very abstract principle, and there 
is certainly considerable difficulty in the actual application 
thereof, for cost is not accurately ascertainable for each unit 
of traffic, and in addition, revenue jae be adjusted to cost, 
but, instead, cost must be adjusted to revenue in the railway 
undertaking, at least from the theoretical standpoint, just as 
in any other commercial enterprise which is subject to com- 
petitive influence. 

However, this fundamental principle of making rates 


upon the willingness of traffic to pay, with reference to ability 
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or traffic to pay, to determine the maximum is not at all 
economically unjust, in spite of the rate structure developed 
thereon necessarily appearing highly irregular and inconsistent; 
on the contrary, “it is the best for the country, because it 
will enlarge commerce and extend communication; it is the best 
for the railroad, because it will build up a large business; 
and finally, it is fair to property owners, because it will make 
them pay in some proportion to the benefit received, as ex- 
plained by Judge Yooley.» (1 I+ Ce. Ce) 

"In commercial affairs generally, and not in perenne 
Service only, prices are based, not on cost to the producer, 
but on value to the consumer; subject to this, that the lowest 
price cannot in the long run go below the special cost of the 
article sold or service rendered, and that all the prices in 
the long run must cover all the costs, general ag well as special, 
of all the articles or services". | Acworth; Railway Ssonomics. 

However, it may be contended that a railway is not a 
mere atore or a factory, not a railway manager an ordinary trader. 
A railway is by its nature a public or quasi-public undertaking; 
it is to some extent, at least, a monopoly. The method which is 
perfectly justifiable in te a of amanufacturer or a store- 


keeper is not always justifiable in the case of a railway. This 
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objection may be a fair one, and therefore, railway charges may 


be brought under public regulation. But it must be remembered 

that thie is a matter of policy, not a matter of principle -- 

a policy designed to countsract the relentless economic law. 
Clearly the principle of the ability and willingness 

of traffic to pay represents a principle, not of extortion, but 

of moderation. To charge what the traffic is willing to pay is, 


in other words, not to charge what the traffic is not only 


unable but unwilling to bear. Unfortunately, however, this phrase 


is generally understood very differently. It has been often as- 


serted that a railway claims, on the strength of this principle, 
to estimate for itself the production cost at A and the selling 
price at 3, and to appropriate as railway rate the entire differ- 
ences, and that this principle is invented by a railway to "faites 
payer au trafic tout ce qu'il peu payer". The truth is, however, 
that no railway administration, wherever it was free from outside 
pressure, has ever acted on gueh suicidal grounds. On the ¢on- 


trary, railway rates haye, on the whole, been developed according 


as the traffic was able and willing to pays Another objection ig 


that railways often quote low rates at competitive points and im- 
pose heavier burdens uvon defenseless local traffic, under cover 
of this principle. A moment's reflection will convince one of 
fallacy of this statement. ‘they cannot obtain the competitive 


traffic at all unless they do not make rates according to what it 
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is willing to beare Unless carried at an actual loss, it does 
the local traffic no harm. They must take business from com- 
petitive points at competitive rates, and, if it shinies charge 
intermediate traffic proportionately more, it must often go to 
bankruptcy. Whatever is received from the sempetikkes traffic 
above the out-of-pocket cost is extra, and goes that far toward 
the benefit of the local traffic through the ultimate reduction 
in the rates thereon. | 
Particular emphasis must be laid on the fact that, theo- 
retically, the best railway charges can be made only on the basis 
of the ability and willingness of the traffic to pay, and that the 
jount and practicable principle of rate-making is that, somewhere 
between the superior limit of what any particular traffie is able 
and willing - pay, and the inferior limit of bisa bine railway 
ean afford to Garry it for, railway charges are fixed for the dif- 
ferent categories of traffic, neither directly or primarily ace 
cording to the estimated cost of service, nor to the amount of 
the service perfomred as measured by the lensth of haul, but funda- 
mentally, though roughly, on the basis of equity of sacrifice by 
the payer. 
Railways turn aside from this econémic areten of rate- 
making and adopt the distance principle, only under the influence 


of abstract theorists, or under political pressure to remove com-= 
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plaints of all discrimination. Undoubtedly, simplicity and 
regularity of tariffs are desirable, but as long as the actual 
economic conditions yeskin deuplex and irregular, economic 
rates must be accordingly complex and irregular. 

In Germany, at one time, theorists got the upper hand 
of the situation, and the result was that the railways had to 
adopt the ii sbdhe system. For practical purposes, however, they 
have long since reverted to the economic system, though the form 
of their tariffs may still sometimes lead casual observers to 
imagine that their rates are based on distance. 

In Japan, an entirely economic rate system prevailed 
from the advent of the railway transportation up to some fifteen 
years ago, when the naviuay “he ¥ieadlicatian Law was enacted, pro- 
viding for the ownership and operation by the Government of all 
the trunk Yised?” tia local transportation to be left for private 
enterprise. Soon after nationization was completed, the thorough 
_ ¥e-organization of the diverse rate structures was started with a 
view to the introduction of uniformity and consistency, the final 
result being the uniform application of apparently theoretical 
distance tapering rates and fares throughout the entire system. 
However, up to the dabvied ofthe European liar, axceptions in the 
form of specific rates were provided so numsrously, to help the 
infant industries, to fill up the surplus capacities, and to meet 


active coastwise competition, that the systematic tariffs re- 
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mained almost in name only, in respect to the more important 
freight traffic. 

BReonomic nates always and necessarily appear irregular 
and inconsistent, because they are not based on distance, but, 
nevertheless, they are at once in the interest of the railway, 
because ven the lowest-class, long-distance traffic, by whatever 
gia amount ite rate exesed the additional cost of doing business, 
contributes to the joint expenses of the undertaking; in the ine 
terest of the public, because tariff is thereby made possible, 


which could not come into existence at all, if each item of traffic 


emere required to pay not only its own direct expenses but its = : 


share of all the standing charges, in accordance with the ives 
of haul; and in the interest of the high-class, short-distance 
traffic, because everything which the low-class, long-distance 
traffic pays beyond its own actual out-of-pocket cost heips to 
defray the general expenses of the undertaking, which otherwise the 
high-class, short-distance traffic would have to bear unaided. 

Any departure from this principle of rate-making is a matter of 
policy, and does not permit of a scientific explanation. 

‘he principle of charging according as the traffic is 
able and willing to bear is the best system, which --- the point 
must be reiterated -- has always been, is, and as long as the 
best interest of the industry and commerce of a country is to 


be served on purely economic bases, must always be, adoptedon 
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any railway, whether it is a State enterprise or private under- 
taking. What appears on the face of it to be the disadvantage 
or evil of the principle comes of the disregard of the economic 
aspect of railway charges. 

The strict cost ae thebanse basis is untenable as 
principle, because it is impracticable and unscientific, but it 
may be adopted as a matter of policy to iactiene’ the economic 
force, with or without limitations, according as particular 
situations demand. If complaints of discriminations, which never 
fail to follow a rate adjustment, as long as the economic system 
of rate-making is in practice, are to be avoided entirely, a dis- 
tance scale must be applied throughout, without deference to the 
important economic factors affecting rate-making processes. Wo 
commodity rate, no bicatcie wate; no classification exception, 
must be allowed. Furthermore, if the problem of the concentra- 
tion of industry and population, which may breed social and | 
political wits is to be solved by the regulation of railway 
charges, the rigid application of distance rates and fares may 
Serve the purpose to some extent, although, in point of fact, the 
group system often tends to diffuse industries and population 
evenly within tie groups, and the distance system tends to con- 
centrate them at points advantageous in the matter of distance. 
On the other hand, if the policy is to alleviate complaints to 


some extent, and at the same time conserve the naturally developed 
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trade nent thenie with reasonable regard for the needs of mee 
carriers, a scale of distance rates must be constructed on the 
basis of the prevailing conditions, such as the scale with 
specific rates proposed by the railways in the *outh in connec- 
tion with the recent class-rate investigation, so that the 
structure may have the look of a rate system which satisfies the 
current concept of justice. In other words, a rate system must 

be devised on the basis of a compromise between the general idea 
that ecuality is equity and the requirements of the economic — 
force. ixceptional rates must be amply provided for competitive, 
low-grade, or long-distance traffic; points of economic importance 
must be grouped or equalized through the establishment of differ- 
entials in respect to mileage; weak words must be sufficiently 
protected by means of constructive mileage or arbitraries. All 
these departures from the general rule are of course to be deter- 
mined on the merit of each individual case. ‘There can be no 
absolute basise Limitations, if they are to be made all, depend 
upon the policy itself and the surrounding conditions. 

All the trouble in relation to the rate systems comes 

of the mistaken idea that railway charges can be fixed voluntarily 
by the carriers, and that they permit of mathematical construction. 
Fundamentally, the railway charges are the product of the historical © 
development of the interoperation of diverse economic forces, in 


which competition constitutes the controlling factor, and which 
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are entirely beyond the power of the carriers. If the policy 
is to keep the rate structure in conformity to the economie law, 
complaints of discriminations must be ignored, and if it is to 
eliminate the source of complaints, the economic law must necessarily 
be ignored. 

Apart from the question of policies, however, there may 
be cases wheres personal considerations or competitive desire beyond 
reasonable bounds influence. some individual rates, which of course 
must be remedied by public regulation, but, on the whole, arbitrary 


interference from outside with a rate structure will be accompanied 


by harmful effects upon the carriers and industries, and, consequent- - 


ly, upon the public at large. 
When the railways operate in Laciee consolidated units and 
are placed on parity with the water and other carriers in respect 
to public regulation, and industry and population fully develop to 
bring about a balance between the different localities, competition 
will theneease to affect greatly the rate structure, which will in 
the long run adjust itself approximately to what the distance prin- 
ciple requires, even if there is no pressure brought to bear upon it. 
In Great Britain, the railway and other charges have been 
under public regulation in a manner similar to the American prac- 
tice, but the rate situation has been very jealously preserved 
against outside interference. Vonsequentiy, their rate and fare 


structures appear the most irregular and inconsistent, but the 
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people seem $0 have been perfectly contented with the economic 
system. There has never been, and never will be, any serious 
attempt to fieht against the economic law and introduce the 
dong und short. haul or distance principle. In Canada, too, 


whose trunk lines are the powerful rivals of some of the inpor=- 


tant railways of the United States, flexible regulation has 


been adopted in rel.ition to the long ini short haul rates. The 


leisseg-faire policy is unfioubtedly the heat, except in extra- 


—ordiniry cases, where some factors which sre repngnant to the. 


sense of economic justice operute in the making of rates and 


Other charges. 


Policies as regards the regulation of rallway churges 


are formulated under p.urticular circumstances to refloct what 


is supposed to be the national opinion, but ony attempt to 


theorize the distance policy and the nuture and extent of the 


limitations, thercof, will prove a difficult, if not futile, 
task, attended with contradictions and inconsistencies in logic 


and practice. 
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